



■> -“•••> ajr? 
: : •• «* *** 


X:C; . ; 


• .-^xS 


■O TVS 
.8? 
<■ s-'. 




FINANCIA 


IMES 


MnaRBSS^nr 

»^ »»» ■»; 


WoHd Busi ness Ne w spaper http://www.FT.coni 

Bertelsmann 

New York calm over 

Random House takeover 
Page 18 


WORLD NE WS 


Europe’s insurers 
are unprepared for 
switch to single 
currency, study says 

More than halt of Europe's insurance 
companies are unprepared fear con- 
version to a single currency, says a 
survey by Tffllnghast-Tow&rs Perrin, 
the actuarial consultants. It said 
many have not yet invested ade- 
quately in technology for their policy 
processing systems and for matching 
assets and liabilities in euros Tor fund 
management operations. Page 2 

Tax proposal on film companies 

Britain's minister tor culture, Chris 
Smith, will today unveil proposals to 
Introduce a levy on the turnover of 
film companies operating in the 
country, wftfi the levy going to 
finance a training initiative. Page 9 

Protest haKs Greek air canter 

Workers at CKympic Airways, the 
loss-making Greek state carrier, 
stopped work for three hours in pro- 
test at a restructuring of the airline 
proposed by the Socialist govern- 
ment Page 3 

Prod! meets unions over job efforts 

Italy’s prime minister Romano Procfl 
held talks with union leaders over 
proposals to improve employment in 
the south, in an attempt to fend off a 
general strike later this year. Page 3 

Milosevic in ink wfth radicals 
Yugoslavia’s president, Slobodan 
Milosevic, risked further International 
isolation by forming a coalition gov- 
ernment In the Serbian republic 
between his Socialists and the ultra- 
nationalist Radical party. Page 3 

HO sets fundamental worker rights 

The International Labour Organisation 
Issued a declaration of fundamental 
employment rights with a follow-up 
mechanism, but Michel Hanserme, 
efi rector-general, faces internal oppo- 
sition from developing countries 
which see it as a protectionist pro- 
posal. Page 4 

Nato exercises aroimd Bosnia 

Nato land and see forces began a 
two-week military exercise In and 
around Bosnia against a backtkop of 
renewed tension in the Balkans. 

NATO said the exercise had the 
Intent of promoting peace and stabil- 
ity in the region. 

US seeks more funds for HAF 

The US administration Intensified 
efforts to secure congressional sup- 
port tor more funding far the Intama- j 
tional Monetary Fund, and urged 
Congress not to attach impractical 
conditions to extra money. Page 6 

Swiss banks stffl face US boycott 
Swiss banks are under growing pres- 
sure In the US to make a "global set- 
tlement" on the issue of bank 
accounts of Holocaust victims as 
they face renewed threats of boy- 
cotts. Page 2 

FBI says computer crime doubled 
The US Federal Bureau of Investiga- 
tion warned that criminal cases 
against computer hackers have more 
than doubled this year, with industrial 
spies and foreign agents joining the 
former ranks of teenage “hackers". 
Pages 

Japan to tighten bad debt reports 

Japanese banks said they would 
tighten rules tor disclosure of bad • 
debts as part of the country's “Big 
Bang" financial deregulation. Ana- 
lysts said the new standards, based 
on US practices, would probably 
lead to a 20-30 per cent increase in 
reported bad loans. Page 8 

Three die in raid on food aid 
Three people were Wiled by armed 
escorts when raiders tried to loot a 
UN food aid convoy in the Somalian 
capital of Mogadishu. The trucks 
were taking food to flood victims in 
southern Somalia. 
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Sport stadiums 
Dutch roll out the 
sliding soccer pitch 
Page 11 



Private capital 
ter developing 
countries to fall, 
warns World Bank 

Private capital flows to developing 
countries are likely to fall this year In 
the wake of the Aslan economic 
crisis from the record $25Gbn saf Si 
1997, the World Bank said In Its 
annual analysis of global develop- 
ment finance. Page 16; Export 
credits up. Page 4; Personal view 
by Joseph E. Sti glitz. Page 14,- 
EdKorial Comment, Page IS 

ING Barings is to dose its 
London-based equity derivatives 
business as part of a reorganisation 
which gives a higher priority to its 
investment banking activities In west- 
ern Europe at the expense of emerg- 
ing markets. Page 17; Lax. Page 16 

Roche, the Swiss pharmaceutical 
group, surprised the stock market by 
taking a SFr6.3bn charge partly to 
cover Its SFr15bn (SlObn) acquisition 
of Corange. owner of the Boehringer 
Mannheim diagnostics and drugs 
business. Page 17 

Creditanstalt, the Austrian bank, 
ended the tussle over Austrian 
vehicle maker Steyr-Dai m ter-Pueh 
when it agreed to sell majority con- 
trol to Canada's Magna International 
for Sch4bn ($3 10m) in cash. Page 20 

Virgin Express, the Brussels-based 
tow-cost airline, is considering mov- 
ing to the UK or Ireland to escape 
Belgian labour costs and what It sees 
as excessive government and union 
interference. Page 20 

Mafrindra & M afia tdra, the Indian 
| car and tractor maker, says It wfll 
allow Ford to assume eventual 
majority control of their joint venture 
j to make passenger cars tor the 
| Indian market. Page 23 

PfreU, the Italian tyre and cables 
group, announced a streamlining of 
Its structure as it reported a 17.4 per 
cent rise In 1997 consofldated net 
profits to L512bn ($284m). Page 19 

Seat, the Spanish carmaker, 
confirmed rts-recouery by announcing 
net profits of Pta11.05bn ($71 ,3m) for 
last year - more than double the pre- 
vious year's Pta5.34bn. Page 20 

Caisse iPEpargna savings network 
of France reported net 1997 Income 
up 10.4 per cent to FFr2.02bn 
9326m) whfle defending its return on 
equity of 3 per cent Rage 19 

Deutsche Post, Europe's largest 
postal service. Is expected to 
announce that it Is taking a 22.5 
per cent stake in courier service DHL 
International. Page 20 

Bruner Hood, the chemicals 
company spun out of ICI two years 
ago, said it had received an 
approach which might lead to an 
offer being made. Page 24 

Daewoo, the South Korean industrial 
group, confirmed it had sold part of 
a 40 per cent stake In Kazakhstan’s 1 
telecommunications monopoly 
Kazakhtetecom. Page 23 

AlldS, Volkswagen's executive cars 
subsidiary, increased pre-tax profits 
by 29 per cent to a record DM1 .11 bn 
($6Q6m) last year. Page 20 

Mexico's banking laws wiH be 

reformed to allow foreign ownership 
of domestic banks. Page 17 

British Petroleum has awarded 
share bonuses worth more than £3m 
($Sm) to five directors. Page 25 

World Equity Markets 

The latest fronds and data from more 
than 50 national markets at a glance 

Page 37 


Kiriyenko 
wins business 
backing to 
stay as PM 

Russian tycoon Berezovsky suggests 
acting premier may get job permanently 


By Chrystia Freeland and 
John ThnmhM In Moscow 

Serge] Kiriyenko, Russia's 
35-year-old acting prime minister, 
is the most likely candidate to be 
nominated as the next permanent 
prime minister, Boris Berezov- 
sky, an influential Kremlin pow- 
er-broker, indicated yesterday. 

“1 think he is indubitably bet- 
ter than what we had up until 
today." Mr Berezovsky said. 

"Is he ready to become the 
prime minister? I think not. finn 
he become the prime minister? I 
think so." 

Mr Berezovsky, the de facto 
spokesman for many of Russia's 
biggest businesses and also close 
to Mr Yeltsin’s inner circle, gave 
his qualified endorsement as Mr 
Kiriyenko set about forming a 
new cabinet 

President Baris Yeltsin, who 
stunned the world on Monday by 
dismissing his entire govern- 
ment hinted that Yevgeny Pri- 
makov and Igor Sergeyev, the 
foreign and defence ministers, 
would keep their jobs. 

Foreign investors, who were 
initially shocked by Mr Yeltsin's 
drastic action, were sufficiently 
reassured by Mr Kiriyenko's tem- 
porary no mina tion to support a 
DMi.25bn t$680m) seven-year 
eurobond issue. 

The issue, Russia’s first foray 
into the international capital 
markets since the Asian crisis, 
bad been postponed on Monday 
because of the political uncer- 
tainty. 

Mr Yeltsin has given Mr Kiri- 
yenko, a former provincial 
banker and oil executive, a week 
to form a new cabinet. 

Although he refused to name 
possible cabinet members. Mr 
Kiriyenko put an immediate 
gpnphggjg on social Issues in an 
apparent effort to address Mr 
Yeltsin's biggest criticism of the 
previous government 

“From an economic point of 
view, the situation in our coun- 


try is diffic ult. Wage arrears are 
again growing, thp pension fund 
is in a difficult state,” lie said in 
a newspaper interview published 
yesterday. 

Mr Kiriyenko also began a 
careful campaign to share up his 
support, meeting with the heads 
of the upper and lower houses - 
the Duma - of the Russian 
parliament 

Their backing is crucial if he 
hopes to become prime minister, 
because the president's candidate 
must be confirmed by the 
legislature. 

Perhaps equally important is 
the blessing of Russia's powerful 
tycoons. That has effectively 
been granted by Mr Berezovsky. 

“Kiriyenko is an absolutely 
new man," Mr Berezovsky said. 
“The experience of many people 
who have dealt with him is that 
he is a deep and profound man." 

Mr Berezovsky, whose advice 
may have contributed to the pres- 
ident's derision to sack his gov- 
ernment this week, said Mr Kori- 
yenko’s relative obscurity could 
be an advantage in the selection 
process. 

“This is a Russian tradition. He 
who is less known is always bet- 
ter," he said. "The known man's 
faults are familiar. But we can 
close our eyes to the unknown 
man’s bad qualities, because they 
are not yet known.” 

Although Mr Berezovsky said 
he was personally in favour of a 
“sharper", more radical nominee 
than Mr Kiriyenko, he disparaged 
the two top reformist candidates 
for the post, Boris Nemtsov and 
Grigory Yavlinsky. 

The financier dismissed Mr 
Nemtsov, acting first deputy 
prime minister, as “a good pro- 
vincial politician, but he is not 
ready to take derisions on a fed- 
eral level, not only as prime min- 
ister, but even as first deputy 
prime minister”. 

Tycoon analog to pul 
KremHn strings, Page 2 


Brussels puts emphasis 
on ERM membership 


By Wolfgang Mdncfiau in Frankfort 
and Lionel Barber in Brussels 

A report by the European 
Commission will today confirm 
that countries wanting to join the 
European single currency must 
be members of the exchange rate 
mechanism. 

The Commission's convergence 
report will signal that Britain 
will come under increasing pres- 
sure to join the ERM ahead of its 
planned referendum on member- 
ship of the single currency after 
the next British general election. 

The strictures on ERM mem- 
bership are aimed at Britain and 
Sweden, neither of which wants 
to join Emu in the first wave and 
neither of which is in the ERM. 

The report will indicate that, 
even though other criteria for 
membership may be met, a coun- 
try in this position would not 
qualify for Emu. That could 
prove awkward for Gordon 
Brown, the UK chancellor, who 
has ruled out joining the ERM 
after the humiliation of the previ- 
ous government when the pound 
was ejected from the mechanism 
in 1992. Mr Brown argues that It 
Is possible to achieve satisfactory 
exchange rate stability without 
ERM membership. 

The European Union's Maas- 
tricht treaty, which sets the qual- 
ifying conditions for Emu, stipu- 
lates that countries have to 
observe the normal ERM fluctua- 
tion bands for two years. Britain 
argues that this clause became 
meaningless when the ERM 


nearly collapsed In 1993, prompt- 
ing a widening of its fluctuation 
margins. The Commission report 
avoids the issue of whether coun- 
tries will be required to stay In 
the ERM for two years. The 
report is expected to pave the 
way for 11 other countries - all 
the EU members except the UK, 
Sweden, Greece and Denmark - 
to join Emu from January 1. 

The European Monetary Insti- 
tute, the forerunner of the cen- 
tral bank, will today publish a 
separate report on the 15 EU 
economies. Both reports will 
assess whether EU countries are 
fit for the single currency, and 
whether their current economic 
performance Is sustainable. They 
serve as the basis for the final 
political derision to be taken by 
EU leaders at a summit In Brus- 
sels on May 1-3. 

The Commission's report will 
contain recommendations about 
whether individual countries 
should be permitted to join Emu. 
It will also contain economic 
forecasts for all EU members. 
The EMTs report will not make 
recommendations about member- 
ship for Emu, but is expected to 
be more critical about sustain- 
able economic performance. 

It may take a more sceptical 
view about debt convergence, 
especially as Belgium and Italy, 
prospective Emu members, have 
debt levels at about twice the pre- 
scribed target of 60 per cent of 
gross domestic product 

CoimUoHq to Emu, Page 15 
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Bonjour: French president Jacques Chirac, left, welcomes UK prime minister Tony Bfatir to the Bys6e palace during 
Mr Blair's visit to Paris yesterday. Mr Blair addressed the National Assembly in impeccable French and was told by 
assembly president end former Socialist prime minister Laurent Fabais: “We are curious about you, dear Tony Blab, 
your personality and style, which have made more than one of ua fed old-fashioned." page 2. Picture: Reuters 

Uganda’s royal welcome 
for ‘president of the world’ 


By Mchela Wrong 
in Mukono, Uganda 

“It's the president of the world,” 
was the conviction of one of the 
3,000 pupils gathered at Kisowera 
Primary school. “He is more 
important than my president, 
because he has a bigger army 
and more money,” added 11 -year 
old Annie Nakayemba, displaying 
an understanding of realpolitik 
that belied her youth. 

The dignitaries were scarcely 
less star-struck. “For us, he Is & 
bit like a film star,” said a coun- 
cil officer attending the cere- 
mony to welcome US president 
Bill Clinton to Mukono, a small 
town outside the Ugandan capi- 
tal, Kampala. “People really want 
to see him and they are disap- 
pointed that there has been no 
chance up till now.” 

Banana saplings twined with 
flowers had been planted by the 
roadside, complementing the 
wooden arches decorated with 
the Stars and Stripes. 

But In the end it was all for 
nothing, because the president 
flew in rather than risk being 
trapped on the rain-clogged 
roads. 

Sitting under a sun umbrella. 


Mr Clinton - his colour already 
heightened by his Ghana 
stopover - appeared distracted. 
Maybe he was regretting the 
choice of a dark suit In the blind- 
ing heat or maybe he was irri- 
tated by the White House press 
corps' predictable determination 
to squeeze a response out of him 
about the latest twist in the 
Washington sex scandal 

Local children treated the First 
Couple to a paean to Ugandan 
president Yoweri Museveni's uni- 
versal primary education (UFE) 
plan, which last year mare than 
doubled the number of children 
in class. 

The voices were sweet, if the 
lines were not the snappiest. 
“Mishandling funds, misinterpre- 
tation, shortage of classrooms 
and teachers prevent UPE from 
flourishing," they sang. 

While the president’s 12-day 
tour of Africa is the most exten- 
sive undertaken by a US leader, 
its historic significance has so for 
scarcely been reflected in the 
initiatives on offer or the issues 
addressed, with the emphasis 
very much on the touchy-feely 
rewards of “reaching out”. 

Speaking later from a stage 
draped with bark doth, a Ugan- 


dan attribute of royalty, Mr Clin- 
ton skirted the subject of Mr 
Museveni's “no-party" political 
system, Uganda's support for 
rebel takeovers among its neigh- 
boars and its failure to control 
insurgency within Its borders. 

Instead he said he regretted the 
US’s cavalier treatment of Africa 
during the cold war and, craning 
as close as any president has yet 
to an apology, acknowledged that 
the slave trade that benefited the 
US was wrong. 

“We have never been as 

e volved with you as we should 
ive been,” Mr Clinton told the 
people of Africa. T came here to 
listen, learn and offer my help, 
my friendship and partnership.” 

For most Ugandans, partner- 
ship comes with a price tag. But 
the pickings on offer yesterday 
seemed fairly modest just $ 120 m 
spent on an African education 
assistance programme, $ 61 m on 
improving crop quality and £Lm 
on fi ghting malaria. 

Probably not as much as Annie 
Nakayemba, who wants to be a 
lawyer when she grows up, was 
expecting from “the president of 
the world". 


Kenyans rue fall from grace, Page 4 
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Tycoon aiming to pull Kremlin strings 


By Chrystia Freeland and 
John TTwmhflJ in Moscow 


In spring 1996, Boris 
Berezovsky was one of sev- 
eral financiers who came 
together in a last-ditch 
attempt to keep the Commu- 
nists out of the Kremlin and 
secure President Yeltsin's re- 
election lata* that year. 

This time around, Mr Bere- 
zovsky and Ids colleagues 
are trying much ea r lie r in 
advance to ensure the vic- 
tory in 2000 of an acceptable 
presidential candidate. 

Before last Monday, Mr 
Berezovsky, who describes 
himself as an adviser to 
Valentin Yumashev, the 
powerful Kremlin chief of 
staff, was urging Mr Yeltsin 
to sack the government and 
begin grooming an electable 
successor. In an interview 
yesterday with the Financial 
Times, Mr Berezovsky said 
that this week his views 
“happily coincided n with 
those of Mr Yeltsin, who 

Le Pen 
attacks 
Chirac 
speech 

By Robert Graham 

Jean-Marie Le Pen, leader of 
the far-right National Front, 
accused President Jacques 
Chirac yesterday of encour- 
aging a climate of violence 
after he labelled the party 
racist and xenophobic in a 
televised address. 

The attack on the National 
Front on Monday night 
“amounts to stirring up vio- 
lence against patriotic 
Frenchmen and he must 
assume responsibility”, Mr 
Le Pen said. He also critic- 
ised Mr Chirac for partiality, 
saying the president had 
appeared like “the head of a 
clan”. 

Mr Chirac's appearance 
was an attempt to rally the 
moderate right after Its 
ranks were profoundly split 
over forging local alliances 
with the National Front to 
control regional administra- 
tions. 

Mr Le Pen’s virulent reac- 
tion underscored the tense- 
ness of the political climate 
after the decision last Friday 
by five leading centre-right 
politicians to ignore stric- 
tures from Paris headquar- 
ters to avoid local deals with 
the National Front. Three 
other regional heads 
resigned after being elected 
with National Front support. 

The group most deeply 
split has been the UDF 
group, which has seen one 
leader, Francois Leotard, 
condemn deals with the 
Front and another, Alain 
Madelin, all but condone 
them. Yesterday the UDF 
was struggling to find a com- 
mon position on whether to 
continue the five-day-old 
suspension of the five 
“rogue" regional leaders or 
eject them. 

One immediate result of 
Mr Chirac’s tough antl-Front 
line was that late on Monday 
night the Gaullist RPR and 
the liberal UDF declined to 
utilise National Front votes 
to retain control of the Ile- 
de-France regional adminis- 
tration around Paris, thus 
allowing the leftwing coali- 
tion candidate to take over. 

The ruling Socialist party 
was noticeably quiet about 
the barbed comments Mr 
Chirac directed at the left for 
encouraging the Front’s rise. 
The prime minister, Lionel 
Jospin, appears anxious to 
keep public attention 
focused on the disarray of 
the right 
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stunned the nation on Mon- 
day by dismissing his entire 
government, including its 
long-serving prime minister. 
Victor Chernomyrdin. 

Some observers have seen 
more than coincidence in 
this turn of events, viewing 
the former mathematician as 
a modern-day Rasputin, 
secretively manipulating the 
president and his family. 
Anatoly Chubais, the first 
deputy prime minis ter who 
was another casualty of the 
sackings, explicitly accused 
Mr Berezovsky of being the 
adviser who persuaded Mr 
Yeltsin to make his move. 

Mr Berezovsky denied 
charges of manipulation but 
admitted he offers advice to 
Mr Y nma shev and to 
Tatyana Dyachenko, the 
president's younger daugh- 
ter. “My job is as an adviser 
to the head of the president's 
administration," he said. 
“With regard to my relations 
with Tatyana Dyachenko, 1 
know her welL..J truly do 


have the opportunity to state 
my point of view. I very 
much hope that my advice 
will prove useful." 

Mr Berezovsky believes Mr 
Yeltsin's boldness is the only 
way to prevent a re-run of 
1996. when an anti-capitalist 
leader seemed on tbe verge 
of seizing the Kremlin. 
“With regard to the Cherno- 
myrdin government, it was 
absolutely predictable for us 
that we were moving 
towards disaster. I mean a 
political disaster. So. from 
the point of view of probabil- 
ity. any change was an 
improvement," he said. 

By his own admission, Mr 
Berezovsky has more of a 
vested interest in Russia's 
troubled political succession 
than most. Although he 
hotly rejects the view that a 
small corporate oligarchy 
rules Russia, he is a strong 
advocate of “the consolida- 
tion of capital" and of “big 
capital's” necessary role in 
Russia’s political life. 


To that end. Mr Berezov- 
sky said that. Russia's 
tycoons are already coming 
together and developing a 
collective election strategy. 

The starting point for 
“Russian capital 1 ' is that, in 
contrast with 1996, Mr Yelt- 
sin is no longer a viable 
presidential contender. Mr 
Berezovsky was full of praise 
for bis political talents, call- 
ing him Russia's best politi- 
cian. but said he was physi- 
cally too weak to run 

successfully against new, 
more vigorous rivals, espe- 
cially Yuri Luzhkov. 
Moscow’s populist mayor. 

In Mr Berezovsky's view, a 
Luzhkov victory would be a 
devastating blow to Russia's 
reform effort. He named the 
Moscow mayor, together 
with Alexander Lebed, the 
former general, and Gen- 
nady Zyuganov, the Commu- 
nist chief, as three presiden- 
tial aspirants who could not 
continue reforms. 

But he said that the 



Berezovsky: urged Yeltsin to 
sack the government 

leading pro-reform candi- 
dates. including Mr Cherno- 
myrdin, Boris Nemtsov, the 
acting first deputy prune 
minister, and Grigory Yav- 
linsky. the leader of the 
opposition Yabloko party, 
were probably onelectable. 

For Mr Chernomyrdin, 
that could be a depressing 
verdict. Many western ana- 


BLAIR IN PARIS AMBIGUmES IN A NEW RELATIONSHIP 


French questions for ‘Cool Britannia’ 


By Robert Grafiam in Paris 

All the curiosity, fascination, 
envy and animosity felt by 
the French political estab- 
lishment towards Tony 
Blair’s “Cool Britannia” 
were evident yesterday as 
the British prime minister 
addressed the National 
Assembly in impeccable 
French, 

This mix of sentiments, 
save the animosity, was 
caught by Laurent Fablus, 
president of the assembly 
and a former Socialist prime 
minister. Excusing his 
“impertinence”, he said: “We 
are curious about you. dear 
Tony Blair, your personality 
and style, which have made 
more than one of us feel 
old-fashioned.” 

He complimented Mr Blair 
on a double achievement - 
“speaking immaculate 
French, yet belonging to a 
people who like us usually 


expect others to learn their 
own language, and being one 
of the rare foreign leaders a 
politician in either camp can 
identify with, yet without 
being compromised by this 
compliment". 

Behind this politeness and 
ease in a genuinely more 
famili ar relationship than 


by the Socialist-led govern- 
ment but by almost all the 
political parties. 

The French quite simply 
do not understand the con- 
tinued ambiguities of the 
British government towards 
economic and monetary 
union (Emu). Lionel Jospin, 
the prime minis ter, heads a 


Britain’s future with Europe 
but, even with an enviable 
parliamentary majority, pre- 
ferring not to make a firm 
commitment while having 
the audacity to stake a rfatm 
to Europe's leadership. “We 
ask questions about how 
long tbe situation can last 
whereby such an important 


"We are curious about you, dear Tony Blair, your 
personality and style, which have made more 
than one of us feel old-fashioned’ 


has existed with previous 
British governments, the 
questions remain. They over- 
shadow the many points the 
French now find in co mmo n 
with New Labour. 

Two of these - attitudes 
towards the euro, the Euro- 
pean single currency, and 
the special relationship 
between London and Wash- 
ington - are raised not just 


coalition government that 
contains Communist minis- 
ters and relies on vital Com- 
munist votes in parliament 
•The Communists are hos- 
tile to Emu but Mr Jospin 
has managed to bring them 
forward with him to accept 
it, even though be himself 
once had doubts. 

In contrast Paris sees Mr 
Blair professing his faith in 


member [of the EU] as you 
remains both in and out” 
observed Mr Fabius. 

So long as there is no firm 
commitment to the euro or a 
recognisable timetable, the 
French government feels 
both i rr i t at ed and frustrated 
with Bri tain. It also obliges 
Paris to rely more than it 
would like on the Franco- 
German axis. 


The second issue is a near- 
universal French feeling that 
Britain puts its relationship 
with the US above and 
beyond that of Europe. This 
is always dose to the surface 
but it came to the fore again 
over tbe latest Iraq crisis. 

When Mr Blair tried yes- 
terday to explain his views 
on helping to bring Washing- 
ton closer to Europe, he was 
listened to in polite silence. 

The French left still uses a 
different language. Hence 
tbe difficulty of translating 
buzzwords in the lexicon of 
Angio-Sason political econ- 
omy such as “flexibility^, 
which yesterday Mr Blair 
tactfully relabelled “adapt- 
ability". 

Mr Jospin is also of an 
older generation, with a 
more restrained style. 
Though admiring Mr Blair, 
he does not readily take to 
be given lessons on how to 
run a country. 


Support growing for EU 
ban on drift net fishing 


Uninsured for 
euro’s arrival 


By Mcbad Smith in Brasses 

European Union fisheries 
ministers yesterday sig- 
nalled support far a ban on 
the use of drift nets on the 
high seas to protect dol- 
phins. 

The ban, which follows 
years of campaigning by 
environmentalists, is 
opposed by France and 
Ireland, which are among 
the main users of drift net 
boats. However, Britain, 
holder of the rotating EU 
presidency, said yesterday 
that it was confident that 
ministers would vote for a 
ban at their n ext meeting in 
June after initial discussions 
yesterday. 

The UK’s opposition 
to a ban under the last 
Conservative government 
was one of the factors block- 
ing a 1994 proposal by the 
European Commission to 
outlaw drift nets. The UK's 


new line yesterday was sup- 
ported by Germany, Spain, 
Finland and Sweden. 

Elliot Morley, UK fisheries 
minister, said that all mem- 
ber states “accept that the 
mood of the council [of fish- 
eries ministers] is for a ban". 
The UK had proposed a ban 
from next year, although 
that was stfll open to negoti- 
ation along with a longer 
pbase-out periods for some 
boats and financial compen- 
sation for fishermen. 

Drift nets are used mainly 
to catch tuna and swordfish. 
A study of 10 British boats 
using them in 1995 found 
that 160 dolphins died after 
being caught in the nets. 
Britain now has only five 
drift net boats. France, how- 
ever, has around 35 and 
Ireland 1L 

Italy, which also has a 
fleet of drift net boats, said 
yesterday it was in favour of 
a total ban. However, it 


opposed an exemption from 
the ban for the Baltic Sea. 
Other nations say Baltic 
drift nets do not cause signif- 
icant by-catches of marine 
animals. 

Drift-net fishing has been 
dubbed “the wall of death" 
by environmental campaign- 
ers. because thousands of 
dolphins are thrown back 
into the sea as unwanted by- 
catch. 

The striped dolphin popu- 
lation has its numbers cut 
by 2 per cent every year 
because of drift nets, accord- 
ing to some estimates. 

Environmentalists want 
countries to adopt the rod 
and line system of tuna fish- 
ing, which yields better qual- 
ity fish. 

Most drift nets are used in 
the Mediterranean and the 
Bay of Biscay, and fishermen 
say it would be difficult to 
convert drift net boats to 
other uses. 


By C hri stopher Adams, 
Insurance Correspondent 

More than half of Europe's 
insurance companies are 
unprepared for the single 
currency, according to a sur- 
vey by Tillinghast-Towers 
Perrin, the actuarial consul- 
tants. 

Many have not yet 
invested adequately in tech- 
nology to ensure that their 
policy processing systems 
will be able to handle trans- 
actions in euros and that 
fund management 
operations can match assets 
and liabilities in the single 
currency. 

The survey, published 
today, also shows that the 
vast majority of chief execu- 
tives expect banks and other 
financial services providers 
to expand their share of 
financial services at the 
expense of traditional insur- 
ers. 


The pace of consolidation 
win accelerate, with 90 per 
cent predicting an increase 
in mergers and acquisitions. 
Few companies, however, 
see foreign insurers as a sig- 
nificant threat to their 
domestic position, in spite of 
European Union efforts to 
liberalise markets. 

“Insurers still have consid- 
erable investments to make, 
particularly in technology, 
before they will be ready to 
compete in a single Euro- 
pean market.” says Costas 
MIranthis of Tillinghast 

Estimates of the cost 
of conversion to the single 
currency vary. Some ana- 
lysts have put total expendi- 
ture by the European insur- 
ance industry at £5bn 
($8.35bn). Last week France’s 
Axa-UAP group said it 
expected to spend some 
FFrl-2bn (*i96m) on conver- 
sion to the euro between 
1998 and 2001. 


Swiss banks pressed to make 'global settlement’ 


New boycott threats as US officials meet 
to review progress on Holocaust accounts, 
write William Hall and John Authers 

S wiss banks are under ish Congress, has suggested 
growing pressure in the $3bn as a possible figure for 
US to make a “global any settlement. “We have 
settlement” of the issue of reached a stage where this 
Holocaust victims' accounts matter must be settled, or it 
and face renewed threats of will come to war,” Mr Bronf- 
boycotts from state and city man said recently, 
politicians. Matt Fong, California's 

A steering committee of state treasurer and a mem- 
public finance officials in the her of the Hevesi steering 
US headed by Alan Hevesi, committee, last week broke 
New York City Comptroller, ranks with his colleagues 
will meet in New York and said that the Swiss 
tomorrow to review the banks must issue written 
banks’ progress since last confirmation of their wiUing- 
December when 200 public ness to settle the class 
officials voted to suspend actions by March 81, with 
sanctions until the end of money to be paid into a “Vic- 
this month- tims' Fund”. He added that 

The action was designed to the amount of money to be 
increase the pressure on paid into the fund, along 
Swiss banks, and to help the with a timetable for transfer- 
chances of a class action ring the funds, should be set- 
lawsuit against the b anks tied by the beginning of 
which has been filed in New May. 

York on behalf of Holocaust He said he had discussed 
survivors. his stance with both the Los 

Hopes of a global settle- Angeles-based Simon Wie- 
ment have risen substan- senthal Centre, and the 
tially since then, only to sub- World Jewish Congress. If 
side in recent weeks amid the Swiss banks failed to 
sharp criticism from leaders keep this timetabl e, he said 
of Jewish community orgam- he would unilaterally boy- 
sations. Edgar Bronfman, cott any direct investments 
president of the World Jew- with their US subsidiaries. 


Thomas Borer, head of the 
Swiss government task force 
overseeing the Investiga- 
tions into Switzerland’s war- 
time record, does not hide 
his frustration at the way 
the goalposts appear to have 
moved since mid-December. 
He said yesterday that last 
December's conference had 
only called on the Swiss 
banks to demonstrate that 
progress was being made, 
and there would be “plenty 
of progress to report” at 
tomorrow's meeting which 
he will attend, along with 
the US heads of the big three 
Swiss b anks . 

The Swiss argue that work 
of the Independent Commit- 
tee of Eminent Persons, 
headed by Paul Volcker. the 
former head of the US Fed- 
eral Reserve, was making 
good progress in its search 
for unclaimed accounts of 
Holocaust survivors and has 
set up a speedy claims reso- 
lution process. It hopes to 
have finished its work by the 
end of next year. A SFi275tn 
($186m) fund for needy Holo- 
caust survivors has been 
making payments since last 
November and on April 5 an 
international team of histori- 
ans, headed by Professor 
Jean- Franco is fiergier, will 
issue its first critical assess- 


ment of the role of the Swiss 
government and the Swiss 
National Bank in dealing 
with Nazi Germany during 
the war. 

The Swiss government and 
its banks believed that these 
moves were sufficient to sat- 
isfy the international criti- 
cism of the country’s contro- 
versial war-time role and to 
defuse the legal actions. 

However, the idea of an 
additional “global settle- 
ment” involving the Swiss 
banks began to take hold 
soon after last December’s 
conference. Stuart Elzenstat, 
the US under secretary of 
state, called the chief execu- 
tives of the big three Swiss 
banks - UBS, Credit Suisse 
and Swiss Bank Corporation 
- and three lawyers repre- 
senting the US class action 
plaintiffs, to a meeting in 
Zurich on December 14. 

It was the first face-to-face 
meeting of all the parties 
involved in the class netfane 
Mr Eizenstat’s initiative was 
welcomed by the lawyers 
involved in the class actions, 
whose bargaining power 
would be materially reduced 
if the US courts refuse to 
hear the class action. At 
present the lawsuit is stalled 
in a district court in Brook- 
lyn, while a judge examines 


the argument made by the 
banks for the case to be 
rejected. 

However, the Swiss gov- 
ernment and its banks are 
far less enthusiastic. The 
banks are worried that any 
lump sum settlement could 
leave them open to fixture 
c l aims from disgruntled cus- 
tomers. Meanwhile, the gov- 
ernment is reluctant to sup- 
port a settlement which 
could set a -financial prece- 
dent for claims against Swiss 
insurers and other Swiss 
industries. 

Mr Elzenstat, who will 
attend tomorrow's meeting, 
now finds himself in a diffi- 
cult position. Having raised 
hopes of a global settlement, 
he also believes strongly 
tbat punitive measures 
against Swiss banks are both 
“unjustified and counter- 
productive”. 

If the Hevesi c ommi ttee 
now agrees to drop the 
threat of sanctions against 
the Swiss banks, it wifi have 
lost its most effective bar- 
gaining counter. As Mr 
Lukas Mfihlemann, Credit 
Suisse’s chief executive, said 
recently, the threat of a boy- 
cott is much worse than an 
actual boycott At least you 
can fight a boycott in a court 
of law. 





NEWS DIGEST 


GERMAM ECONOMY 


tats, and the ex-premier’s 
political allies, argued that 
tile Fairing would allow Mr 

Chernomyrdin to iaHy Bus* 

sia’s fissiparous democratic 
forces behind his own presi- 
dential bid. 

But Mr Berezovsky took a 
rather more Darwinia n 
approach to tbe presxfents 
instruction that Mr Cherno- 
myrdin is now to devote bis 
time to “concentrate on 
political preparations for 
fiwm elections”. He said the 
test of being deprived of a 
premier’s prerogatives would 
retahlKh whether Mr Cher- 
nomyrdin was presidential 
material. 

Mr Berezovsky appears to 
have succeeded in persuad- 
ing the Kremlin administra- 
tion that tbe current govern- 
ment must go. But be and 
his allies have now given 
themselves two years to find 
a candidate who is, by their 
definition, both “electable” 
and “a continuer of 
r efor ms”. 1 


Optimistic forecast on 
1998 export growth 




Germany wffl coma dose tin year to matching TfiST’S j 
exceptionally strong export performance, accordfogtb fe lMW 


Exports wffl rise.by 11:5 par cant after a 1&5 par cent : 

in 1997, It said. The forecast was righHicanBymoro optimistic: 
than government projections. - 

Michael Fuchs, the association's president, played d am th e-. -: 
fikriy impact of economic turmoS m south-east Asia. parting ua . 
that less than 5 per cant .of German exports were aoewmed for 
' by the main countries affected. - - 

The association reckons Gorman Imports wffl rise by,9 per cwf £ » 
this year, compared with IQS percent last year. Howew. jtdid- - 
not expect its buoyant level of international trade to mafce.sigrt^.. ■ 
cant inroads Into Germany's high unemployment lavrt. - '['.'y-'i'- 

• Western Germany's Inflation rate has moder ated frather 
month, acoo rri ng to provisional figures from the fwfael rfafi atete 
office. The annual rate has fallen to 1.0 per cent .from 1.1 per . 
cent in February. Ralph Atkina, Bonn » 


WORLD Ctff’ ROW ;::vS 

French defy ticket request > 

About 110,000 tickets for this summer’s World Cup soccer ctWh ; 
pionstap wlH be sold on a first-come, first-served bass to afi 
European fans, including French spectators. In defiance of a. . . 
European Commission request that they be made avafiaWo to * 
non-French supporters only. 

The tickets are all that are left after the Ranch World Cup 
organisers agreed to hand 50,000 of the 160,772 unsold ttdrtt. ‘ 
to national footbafi federations In response to erttkterra that they~ 
had rigged sales to date in favour of French nationals. . 

There was efistmet discri mina tion French andjxxh 

French residents,* said Karel Van IWert, the competition corwrt^ V 
sioner, who confirmed yesterday that the Commission was . 
starting legal action against the Gomifo Frangats reorganisation, - \ 
the World Cup organisers. • - ' . Vv 

Any formal derision on the legal case would crane too late to v . 
affect how the remaining tickets are srfd. However, foe CFCf^ 
could suffer fines of up to 10 per cent of its turnover - in fhla - J 
case, 10 per cent of total ticket sales. Emma Tucker, Brussels - I 


EU AGRICULTURE . : \'X£ 

Farmers protest over reform® ^ 

About 300 French and German fanners demonstrated overnight . -; 
on the Franco-German border against proposed European Union : j 
agricultural reforms, police said yesterday. ~ . i-.f ’ 

The protesters blacked traffic for two hours across the Fforit.de 
r Europe linking France and Germany, buried a symbofer nrfonft; - : - 
"package" and bisned an effigy of Unde Sam. * /’ 

Protesters said theta* actions were intended to demonstrate their 
displeasure with EU reform plans, which they say 'are inspired by_=r 
Washington’s free-market ism poBctest The reform package • 1 ri 
includes cuts of up to 30 per cent in subsidised support-prices;'*;’ 
from 2000 to prepare for future EU expansion. EU Farm ministora 
are to gather In Brussels next Tuesday to discuss the piana. 

The demonstrations were organised by local branch e s qf *. 
FNSEA, France's largest farmers' union. The union said famwra 
were trying to organise other sporadic protests across Hence. :V- ' 
.yesterday, and promised action on a national scale if thaEU - 

Commission rid not back down on its main market-oriented pm?/, 
posate. Reuters, Str asb o u rg 


Russians lose arrest appeal / ‘ 

A court in Belarus yesterday upheld a sentence against two F^ ; - ^ ^' 
sfan journalists whose arrest and conviction for illegally crossfog ; * 
the bonier have caused mass protests and strained Belarus's - * - - ' 

relations with Russia. . . _ ..1 . 

Pavel Sheramet. a reporter for Russia's ORT state trievalan, 
wid his cameraman Dmitry Zavadsky both Belarus citizens win '. I .. 7 ■; • 
arrested in July and held for weeks after filming a report -on 
border controls. They were convicted in January, but received 3 
suspended jail sentences and a nominal fine of 456,000 Beteru- 
sian roubles ($15). Mr Sheramet said the conviction would never--' • — • 
theless end his career as an ORT journalist- 7". = • 

The regional court fin Grodno, upheld the sentences In a final J -'v 

verdict that is not expected to be appealed again. 

The reporters’ defence lawyer, Garry ffogonyaflo, said: “Justice. .." 
doesn't exist in Belarus. 1 never expected a different derision 
from a judicial body so dependent on the executive power.' . 

Mr Pogonyailo said he would take the case to the Belarus" ’ ^ 1’ • •.. 
Supreme Court and would also appeal to the human risfote com- ' ’ I ..; : 
mittee of the United Nations. v 

Belarus's president Alexander Lukashenko, claimed on several - -f . \ 

occasions that the journalists had been trying to harm the Image 

of Belarus. ; 

P ities of the president meanwhile, have said the case fflus- - /i 
tratas the government’s efforts to crackdown on the meriaand • Af 
opposition groups. AP, Minsk 


AMSTERDAM TREATY 

Ireland to hold referendum . = 

The I rish Republic will hold a referendum on the Amsterdam 
treaty on closer ties within the Etropean Union on May 22. a gov- 
ernment spokeswoman said yesterday. 

The treaty, which succeeds the Maastricht treaty of 1992, rims - , 
to strengthen co-operation on crime, healti^ unemptoymerti:4ain- ... 
sumer protection and the environment within the EU. 

The referendum is designed as a safety measure to avoid 
potential legal challenges to the treaty fn the future and Is widely 
expected to bring out a strong Yes vote. . ' " 

A European Commission survey published In November - 
showed that more than 80 per cent of Ireland's voting poprialloi*-’ 1 
si^jported EU membership. But the referendum is likely to bring . 
out worries over the country’s neutrality. Some feel a Yes vote . 
would tie Ireland to supporting EU mffitaty objectives which cotid- 
compromlss its neutrality. Reuters, Dublin 


SPORT 


Group to defend self-regulation 

International sports governing bodes agreed yesterday to sri up 
a working group to defend themsdves.against the Etropean. . 
Commission's attempts to extend competition rules to sport. : 

JFWto wffl be chaired by Juan Antonio Samaranch, ihe 
pr^de nt of the International Olynilc Committee, and Include- '■ 
feeding representatives of five major sporting organisations such ' 
93 Uefa, the European football association, and the F1A, the - • i “ 
motor raring authority that runs Formula One. 

The initiative, adopted at a meeting organised by the HDGfo . ’r 
Lausanne, confirms the determination of sports bosses to defend ' 

WhSt the >' 500 as foe EU authorities’ artwnpt 
to supplant world sport's traefition erf self-regulation. .V 

A statement by the ioC said the meeting had agreed to Step' . 

lnformatiQn andt0 “nfer on areas of common; . 
interest Involving relations between sport and the EU. - •' •*.• 

J*® Portent of the FIA said: “We are very ptetfoed.* 

SJST T*** ™***^<™ now have a comrnrav 
position on this Issue. Jimmy Bums, London 
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EUROPE 


Socialists and Radicals form new government 

mu,, IMIMI<i< t<Mlt „ M „. 1H |WM M |U tft |fH)wi ^ m [ >t rT _ |M> ^ 

Milosevic risks 
further isolation 


Blr fiujf Oftmore m Belgrade 
and David Buchan n London 

President Slobodan 
Milosevic yesterday risked 
leading rump Yugoslavia 
deeper into international iso- 
lation by forming a coalition 
government in the Serbian 
republic between his Social- 
ists and the ultra-nationalist 
Radical party headed by 
Vojislav Seselj, a former 
paramilitary leader. 

The Radicals were given 15 
posts, including the mini* , 
tries of information and pri- 
vatisation. in the new gov- 
ernment headed by Mirko 
Marjanovic. the Socialist 
prime minister who las been 
in office since 1994. 

Mr Seselj was appointed 
one of five deputy prime 
ministers. The neo-commu- 
nist Yugoslav United Left, 
led by Mira Markovic, the 
wife of Mr Milosevic, was 
given four posts. 

The Socialists were forced 
to form a new government 
after its previous coalition 
lost its parliamentary major- 
ity in elections last Septem- 
ber in which the Radicals 
made strong gains. Mr 
Seselj, who organised para- 
military units during the 
wars in Bosnia and Croatia, 
is an unabashed nationalist. 
His party's manifesto pro- 
claims as its goal the forma- 
tion of a Greater Serbia that 
would include chunks of ter- 
ritory of former Yugoslavia. 

Robert Gelbard, the senior 
US envoy to the Balkans, 
last year described Mr Seselj 
as a fascist with whom the 
US could not work. Mr Seselj 
came wi thin a handful of 
votes of w inning the election 
for Serbia’s presidency last 
year. Most western embas- 
sies in Belgrade refuse to 
have contact with him, and a 
UK official said in London 
yesterday it was “rather 
worrying that the Serbian 
government has been broad- 
ened in this direction". 

The new coalition will 
have 187 deputies in the 250- 
seat parliament As the gov- 
ernment was voted in, Ser- 
bian security forces 



Voj&av Sesefj, Racficaf party feeder, becomes a deputy PM 


launched a fresh offensive 
against ethnic Alb anian ‘'ter- 
rorists” in the southern 
province of Kosovo. 

The interior ministry said 
the operation near the 
south-west town of Decani 
began after one policeman 
was killed and one wounded 
in an attack by separatists. 
The main ethnic Alb anian 
party in Kosovo said four 
Albanians had been killed. 

Foreign ministers of the 
US, Russia, Britain, France, 
Germany and Italy are to 
meet in Bonn today to con- 
sider their next response to 
Serbia’s crackdown in Kos- 
ovo, which has claimed the 
lives of over 80 Albanians. 

Madeleine Albright, US 
secretary of state, who will 
chair the meeting, said Ser- 
bian police were nig ging in 
rather than withdrawing. 

However, the Contact 
Group's meeting is likely to 
focus on negotiations rather 
than sanctions. Russian 
reluctance to condone any 
new sanctions is likely to 
blunt US pressure to freeze 
Belgrade’s foreign assets. 

Belgrade analysts said Mr 
Seselj would have no real 
powers but that by bringing 
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him into the government Mr 
Milosevic was removing the 
threat that his main rival 
might usurp bin position as 
the rallying figure of Serbian 
nationalism. 


Italy’ s PM moves to avert strike 


By James B8tz bi Rons 


Romano Prodi, prime 
minister, held talks last 
night with union leaders 
over proposals to boost 
employment in. southern 
Italy, amid fears that the 
issue could trigger a general 
strike later this year. 

Leaders of the three m ^j n 
trade unions arrived at 
Palazzo Chigi, Mr Prodi’s 
Rome headquarters, 
demanding that the 
government should set out a 
range of measures to create 
jobs in the south, where 
unemployment in some 
places is as high as 25 per 


cent. Tensions between 
government, unions and 
employers have resurfaced 
at a time when all sides are 
keenly awaiting today's 
verdict of the European 
Monetary Institute on Italy's 
suitability for European 
economic and monetary 

union. 

The trade union leaders 
were last night expected to 
raise a range of issues. 

They are seeking clear 
indications of the role to be 
played by a new government 
Agency for the South, 
measures to reduce the 
black economy and planned 
investments. 


Concern has also focused 
on the amount of money to 
be made available Tor the 
south in the government’s 
draft budget for 1999, due to 
be published before the end 
of April. 

Although some L29,000bn 
($16bn) of investment is 
technically available and a 
further L12,00Qbn could 
emerge in the' draft budget, 
the trade unions are seeking 
firm guarantees that the 
casta will actually be spent. 

A second and potentially 
far more serious issue that 
was certain to be raised last 
night was the government's 
pledge to publish a 


legislative hoi on a 35-hour 
'week by this Friday; 

Confindustria, the 
employers’ union, has 
wanted in recent days that it 

could abandon two 
landmark accords on 
incomes policy agreed with 
the government and the 
unions In 2993 and 2996 if the 
legislation goes ahead. 

The accords, which 
require government, unions 
and employers to take part 
in two round*table 
discussions on income policy 
each year, have reduced 
industrial unrest and are 
deemed to have been 
i mp o r t a nt In bringing' Italian 


I nfla tion to record lows. 

However, Giorgio Fossa, 
president of Confindustria, 
warned this week that the 
introduction of the 
legislation would cost 500,000 
jobs in a few years if it went 

ahead because of the impact 
on labour costs. 

Unions are uncertain 
about Mr Prodi’s pledge on a 
35-hour week, one which 
emerged as the price to be 
paid to Italy's Reconstructed 
Communist party last 
autumn to keep the 
government in power. 

Treacling the (bie, Page 9; Emu 
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Pay cut protest hits Olympic Airways 


By Kerin Hope 

Workers at Olympic 
Airways, the loss-making 
Greek state carrier, held a 
three-hour work stoppage 
yesterday in protest at a rad- 
ical restructuring of the air- 
line proposed by the Social- 
ist government. 

Airline unions have 
rejected plans far salary cuts 
of more than 20 per cent and 
an increase in working 
hours included in a two-year 
restructuring scheme 


annmmrtffri fry the transport 
ministry. 

The confrontation with 
Olympic is seen as a test of 
the government's resolve to 
push through public sector 
reforms agreed with the 
European Union earlier this 
month. The reforms are part 
of a package of spending 
cuts aimed at ensuring 
Greece's eventual participa- 
tion in the single European 
currency. 

The Socialists are likely to 
face sustained opposition to 


schemes for modernising 
loss-making transport com- 
panies and utilities and pri- 
vatising a group of small 
state-owned hanks. 

Responding to a request 
from Olympic's workers, the 
Greek Confederation of 
Trade Unions yesterday 
called a one-day general 
strike for April 9 to protest 
against the new policies. 

Olympic's restructuring 
would be based on plans pre- 
pared by Avmark, the inter- 
national aviation consul- 


tants, McKinsey, the US con- 
sultancy. and Kantor. the 
Athens-based management 
consultants. 

The plan would allow 
Olympic’s workers to 
acquire shares in the com- 
pany for the first time. It 
would also limit the power 
of the unions by requiring 
employees to sign individual 
contracts with the airline. 

Tasos Mantelis, transport 
minister, says that If neces- 
sary the restructuring will 
go ahead without union 


agreement The government 
has already passed legisla- 
tion which provides for over- 
ruling collective agreements 
on pay and working condi- 
tions at loss-making state 
enterprises. 

The unions blame Olym- 
pic's management which is 
appointed by the govern- 
ment, for failing to Imple- 
ment a restructuring agreed 
with the EU in 1994 in return 
for a capital injection and 
debt write-oflfe amounting to 
more than Dr500bn. ($l5bn) 
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Ruggedized to survive shocks and vibrations. 


The CF-25— one very good reason to 
think Panasonic when choosing a 
notebook PC. The synthesis of our 
unrivalled experience in ail aspects of 
electronics, this virtually indestructible 
notebook PC is built for punishment. 
Dust- and drip-proof construe* 
tion battles the elements. 

Sealed inside its tough, dust- 
and woter-resistant magne- 9 ^fOj 
sium alloy cabinet body is an W 


jnsirut- 

yp 

^A. 


array of features that proves vital in the 
field, like a 166MHz Pentium* 1 Processor 
with MMX 1 " technology, and an MR head- 
equipped vibration-damped 
2.16GB hard drive. 

Bright, anti-glare LCD 
lets you work in full sunlight. 

A specially designed 12.1" TFT LCD 
reduces reflectivity to 0.5% and 
dramatically boosts brightness for 
unprecedented legibility outdoors: 



vJL' 


Lithium-ion battery for 
eight hours of in-field 
computing. When used with a second 
battery, the CF-25 's lithium-ion power 
source provides up to eight hours of 
operation without recharging. 

So if you're in the market for a rugged- 
ized notebook PC, take a second look 
at Panasonic. 

We're just asking for abuse. 
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CF-25 
RUGGEDIZED 
NO T EB OOK PC 



BEFORE YOU 
DROP PANASONIC, 
DROP PANASONIC. 
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WORLD TRADE 


EU puts pressure on China over WTO 

* ■*■ i. .kia t .ifini; -aflrf trt chffiV 111 


By Guy de Jmtqitieres fa 
London, Janes Kynge » Beqtag 
and Hal Bnddey ta Brussels 

The European Union plans 
to urge Zhu Rongji, China's 
prime minister, to dispel 
growing donbts about Bei- 
jing's attitude to joining the 
World Trade Organisation 
by stating that his govern- 
ment is firmly committed to 
membership. 

The demand, to be made at 
nest week's EU-China sum- 
mit in London, is prompted 
by concern in Brussels and 
Washington that Beijing's 
previous enthusiasm for 
early WTO entry is starting 
to wane. 

EU officials said China 
appeared to be dragging its 


feet over promises to speed 
up the WTO talks by tabling 
bolder offers to lower trade 
barriers in services and cut 
industrial Import tariffs. 

Western governments are 
also disturbed by Beijing's 
recent suggestions that they 
should soften their stance 
towards its WTO application 
in exchange for its commit- 
ment not to devalue Us cur- 
rency. 

Although EU leaders will 
praise Mr Zhu next week for 
his determination to main- 
tain the value of the cur- 
rency. the yuan, they will 
insist China's exchange rate 
policy is unrelated to WTO 
entry. 

Western officials are wor- 
ried that the preoccupation 


of China’s new leadership 
with accelerating domestic 
economic reforms has led it 
to downgrade the impor- 
tance of the ll-year-old WTO 
talks. 

Chinese officials have indi- 
cated they want to make 
progress in restructuring the 
country’s banking sector 
before agreeing to further 
substantial opening of its 
market to foreign competi- 
tion. They say financial 
institutions need time to 
recapitalise and train staff. 

However, the EU will tell 
Mr Zhu that internal reform 
and trade liberalisation 
should run in parallel. They 
will also deliver what one 
EU official called "a fairly 
stern message” that China 


must respect earlier liberal- 
isation promises by making 
new WTO offers soon. 

The EU is disappointed 
that Beijing h us so far failed 
to make good on a recent 
agreement in principle to 
adopt a more forthcoming 
approach to liberalising its 
services sector, particularly 
financial services. 

Although China is said to 
be working actively on 
improving its WTO offer, it 
is balking at EU demands 
that it commit itself ro firm 
deadlines for opening its ser- 
vices market. 

China has alsu yet to 

implement an agreement, 
reached with Sir Leon Brit- 
tan. EU trade commissioner, 
in October, to use a new 


negotiating formula, 
designed to eliminate 
its ■ steepest industrial tar 
iffs. 

WTO members, which are 
due to hold their nest round 
of talks with China next 
month, are still waiting for 
Beijing to table a tariff offer 
which it promised to make 
by the beginning of this 
month. . . 

The European Commission 
is expected to approve today 
a paper outlining the KU’s 
strategy towards China- As 
well as proposing annual 
EU-China summits, the 
paper states Europe’s main 
demands in the WTO ta lks . 

Officials said the paper 
was designed to set out firm 
goals for China's member- 


ship terms and to show that 
the £U was prepared to he 
flexible, provided Beijing 
accepted liberalisation time- 
tables. 

The officials said dear 
timetables were needed to 
reassure western investors 
in China. The paper also 
ratte on Beijing to liberalise 
foreign investment .laws- 
before joining the WTO. 

The paper proposes closer 
cooperation in a number of 
areas, including EU techni- 
cal assistance for Chinese 
financial, legal and adminis- 
trative reform, science, 
training arH * the environ- 
ment 

It also proposes a rela- 
tively low-key approach over 

tinman rights. 


Fittest survive in China's battle against 
fall-out from east Asia’s, economic crisis 

Low value added sectors are feeling most pain from the shake-out, writes John Ridding 


/ Made fn China 
f Exports by pnxkict 
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A s China wrestles with 
the fall-out from east 
Asia's economic crisis, a 
complex pattern is emerging. 
Reports from the factory 
floor reveal a sharp varia- 
tion in the consequences 
between sectors, companies, 
and regions. 

On the one hand, slowing 
exports are helping to cool 
the domestic economy, push- 
ing strugglers to the walL 
On the other, the strong 
appear surprisingly resilient. 
The result could be a shake- 
out that might shift the pat- 
tern of industrial production, 
pushing companies up- 
market and sharpening com- 
petitiveness. 

Worst hit are the low val- 
ue-added sectors and those 
most exposed to south-east 
Asia. Textiles shipments, for 
example, dropped by almost 
10 per cent in the first few 
months of the year. Shoes 
and low-end electronics com- 
panies are fearful of the 
impact of devaluations 
among regional rivals. 

A survey by the municipal 
government of Guangzhou, 
the capital of China’s most 
dynamic province, showed 
local shoe and textile compa- 
nies expect exports to fall by 


between 20 and 30 per cent 
this year. While the main 
problem for iow-end manu- 
facturers is price competi- 
tion for markets in the US 
and Europe. Chinese export- 
ers exposed to regional mar- 
kets are also vulnerable. 

In particular, the south- 
east province of Y unnan has 
based its development strat- 
egy on sales of manufac- 
tured products as well as 
farm produce to south-east 
Asia. Figures released last 
week in Hong Kong show a 
sharp fall in re-exports to the 
region, principally from 
China. Re-exports to Singa- 
pore in January fell by 28 
per cent, year on year. 
Taiwan and Japan also bad 
double digit declines. 

The good news was that 
the same figures showed 
double-digit percentage 
increases to many countries 
in Europe and to the US. 
much bigger markets for 
Chinese producers than the 
neighbouring economies. 

“There is still strong 
demand in the US and 
Europe for our cordless 
phones and electronic learn- 
ing products." says Allan 
Wong at V-Tech. the Hong 
Kong electronics company 


which exports from its 
plants in southern China. 

Guangdong Kelon. one of 
China's largest domestic 
appliance manufacturers, 
admits its hopes of develop- 
ing sales in south-east Asia 
have been torpedoed. But 
this has beeu mare than off- 
set by a contract to supply a 
quarter of a million refriger- 
ators this year to a new US 
client 

Dou Lee. Guangdong 
Kelon's vice-president, 
acknowledges 1998 will be a 
tougher year. But he still 
expects the group’s rapid 
expansion will be sustained 
and believes government 
measures will ease pressures 
for Chinese exporters. 

The abolition of bank lend- 
ing quotas and a relaxation 
of credit, he says, will 
encourage banks to lend on 
a commercial basis. Strong 
companies will consequently 
benefit At the same time, 
the re-instatement of refunds 
for value added tax on 
imports of capital equipment 
will help profit margins. 

A complete refund of tbe 
17 per cent tax will reduce 
the company’s prices by 3.5 
per cent. Mr Lee estimates. 
“Different companies will be 


affected to different 
degrees.” he says. “But the 
higher the value added, the 
greater the benefit." 

Mr Wong at V-Tech 
believes these fiscal mea- 
sures will underpin China's 
attraction as an export man- 
ufacturing base. He also 
plays down tbe threat from 
regional rivals, at least for 
Chinese companies with rel- 
atively low labour inputs 
and high component costs. 

Imported components 
account for half of V -Tech's 
production costs, so devalua- 
tion would bring few bene- 
fits. He says the perceived 
advantages of manufacturers 
in Korea. Thailand and the 
other crisis-hit countries will 
be eroded by inflation in tbe 
medium term, while in the 
short term, shipments will 
be disrupted by credit short- 
ages and bankruptcies. 

“On paper. Thailand. Mal- 
aysia and Indonesia seem 
favourable because of deval- 
uations." he says. “But they 
also pose a lot of question 
marks. If you have to import 
a lot of components and raw 
materials there is not much 
advantage to move.” 

A 30-minute journey from 
V-Tech’s Guangdong base. 
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similar sentiments are 
expressed at one of the prov- 
ince's many toy companies. 

“The cheaper end of the 
market will definitely feel 
tbe pain, but they have been 
drifting from China for a 
long time." says the market- 
ing director. “The main 
worry for most of us is not 
being undercut by tbe Asean 
[Association of East Asian 


Nations] producers, or even 
the Koreans. It is whether 
we see a slowdown in the 
US. As long as we don’t then 
I expect export growth to 
continue.” 

Additional reporting by 
James Harding and James 
Kynge 

Downturn reignites rivalries. 
Page 8 


Axe over 
hopes 
for MAI 
accord 

By Bay de Jooqnienes _ 

Leading . industrialised 
countries will consider next 
month whether to continue 
efforts to draft binding rules 
for foreign investment, after 
conceding they will be 
unable, for the second time, 
to meet the deadline for an 

agreement. 

But diplomats said some of 
the 29 members of the 
Organisation for Economic 
Co-operation and Develop- 
ment were doubtful about 
backing a proposal to extend 
negotiations on a Multilat- 
eral Agreement on Invest- 
ment 

The project has also been 
dealt a blow by the decision 
by Frans fingering, chair- 
man of the negotiations 
since they began in 1995, to 
step down after tbe OECD's 
annual ministerial meeting 
in late ApriL 

Mr Engering said yester- 
day that the pressure of his 
responsibilities as a senior 
Dutch foreign ministry offi- 
cial made it impossible for 
Mm to continue as chair- 
man. His successor has yet 
to be named. 

Mr Donald Johnston. 
OECD secretary-general, 
denied failure to reach an 
agreement meant the talks 
were dead. He said they bad 
made “enormous progress" 
but declined to say how 
much longer it would take to 
complete them. 

OECD members remain far 
apart on several issues, 
inHnriing French and Cana- 
dian demands that the agree- 
ment should exclude cul- 
tural activities, and tbe 
European Union’s insistence 
that its members be allowed 
to continue giving preferen- i 
tial treatment to one anoth- I 
er’s investors. 

The negotiations have also 
been held up by tbe continu- 
ing US and EU dispute about 
US sanctions designed to 
penalise foreign investors in 
Cuba, Iran and Libya. 

The talks were supposed 
to end more than a year ago, 
but the deadline was 
extended until next month. 


Talks on 

Manila 

power 




National Power Corporation- v;^ . 
{NapocorL the Philippine* .% , .r. ^ 
largest .state-owned utility. , r. _ 1 _. 
yesterday -.'said, it' would 
begin negotiations with an ' 
Argentine group this week. ■_.? 
on a 5450m contract to reha- ;. j ~ > : 
bilitate a. hydroelectric 
power plant ■ ;-v 

Guido Delgado, Napocor; / _ 
president, expressed optl- / 
misrn the talks Would y- V~ v \y 
quickly produce results, -r 7 - J " : - 
“Definitely,’ we will award - ~r; y -.‘ir:- * 
the contract before the lend- : ; 

of President Ramos' ari mir us- 
t ration." be said. : .. ' . . : ; " 

m February, Napttccfr . 

approved an offer' su bin lltad l • 
by Impsa of Argentina.’" ^ H rV. v-:.’:’ 
topsa, which originally azb-,. ...Vi. rj. r 
mitted an unsolicited bid,- --V-j - - .. 
was entitled to match any \ y . - r._. v ' 
other offers under ‘ .£ 

build-operate-transfer regal* jjh-;)” ; 

tions. Napocor said faap s a y- 
had subsequently lowered its •' \.Jl >••• 
price to 13 pesos a kw-hewr • '• 
to match the offer made , 

consortium led by First Pri- y y ' ^ 
vate Power Corporation * . " > 

fFPPO. a local group. ' ‘ • - --••y-'/v-’ •; 

Tbe contract to rehabflK 
tate the Caliraya-Botocan- iZQ&fczr. 
Kalayaan hydroelectric 
power facility in lagum,^- -Jy - 
outside Manila , has been 
dog Bed by legal problems . 

FPPC earlier succeeded in :V'.; 
obtaining a temporary?, . ^ . 
restraining order from .a ' 

regional court stopping v . ? _-r ^ 

Napocor from awarding the ’ 
contract to Impsa. 

Soon after the order 
expired last month, the gov- r / 
eminent gave Napocor the V 

go-ahead to begin negotia- £ ~ 
tions with the Argentine 
group. . ‘ 

industry analysts, how- y • : 
ever, have expressed concern- ” ’ . • 

that the project, like many . 
other government-sponsored •_ 

tenders in the Philippines. . L - '. : 
will be derailed by tl»- 
courts. 

Peter Garrucho, pr esktent ' r : j~ : , 
and chief executive of FPPC. r ‘.>r’^ v 
said Napocor's decision [ m to£ T 

press on with negotiations . : % “ 
would not prevent him ftt»| ' ; • ; - 
continuing his group’s casa^4' v i; 
against the utility. 
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Arms monitor 
hails Iraqi 
co-operation 


Kenyans rue fall from grace 




By Lava SBier at the UN 
fa New York 

The first round of United 
Nations inspections of Iraq's 
presidential sites this week 
will mark an important test 
of Iraq’s pledge to allow full 
access to suspected weapons 
sites. 

Under the accord struck 
last month with Iraq, senior 
diplomats will accompany 
UN weapons inspectors on 
visits to eight presidential 
sites. A group of 18 diplo- 
mats yesterday arrived In 
Baghdad and, along with 
two diplomats resident in 
Iraq, will be briefed on how 
the inspections will proceed. 

The first visits to presiden- 
tial sites will be “base line" 
inspections. They will begin 
as Richard Butler, chief UN 
weapons inspector, yester- 
day was wrapping up three 
days of talks with senior 
Iraqi officials, including 
Tariq Azi2, deputy prime 
minister, on the speeding up 
of the inspection process, 
and attempts to close the 
files on chemical weapons 
and missiles, according to a 
UN spokesman. 

Mr Butler has hailed “the 
new spirit of co-operation 
which has appeared" since 
Iraq signed the accord with 
Kofi An n an . UN secretary 
general. He said yesterday 
he had made “great prog- 
ress" during his visit. 

Both Iraq and Unscom, the 
UN commission charged 
with dismantling Iraq's 
deadly weapons, are pledg- 
ing a new era of co-opera- 
tion. But Unscom officials 
confirmed yesterday that 
Iraq had told the UN that a 
leading scientist In tbe coun- 
try's biological weapons pro- 
gramme had been arrested 
while trying to flee abroad. 

Ewen Buchanan, Unscom 
spokesman, said Iraq had 
informed the UN by letter 
that Nassir al-Hindawi had 
been arrested and turned 
over some 200 pages of docu- 
ments - "tbe majority of 
which we bad already seen". 

Nizar Hamdoon. Iraq’s 
ambassador to the UN, has 


told the New York Times 
that Mr Hindawi was in an 
Iraqi prison after being dis- 
covered with government 
documents relating to the 
biological weapons pro- 
gramme. 

In Washington, William 
Cohen, the defence secre- 
tary, said he could not tell 
whether the reported arrest 
of “this particular individual 
would be an intelligence loss 
to the United States ”. He 
declined to comment on 
whether US intelligence 
organisations had assisted 
the official in his attempt to 
leave Iraq. 

But Mr Cohen said the 
Iraqi action could make it 
even more difficult for Iraq 
to convince the UN of its Adi 
compliance with weapons 
inspections and to win a lift- 
ing of sanctions imposed 
after tbe Gulf war. 

An Unscom official admit- 
ted that he regretted that 
UN biological weapons 
experts had never had the 
opportunity to interview Mr 
Hindawi. who was an expert 
in anthrax and bo tulism - 
without the presence of Iraqi 
secret police. 

But Unscom yesterday 
largely played down the 
impact of Mr Hindawi’s 
arrest. Western diplomats 
said that although he was an 
important scientist, no sin- 
gle individual in Iraq's weap- 
ons development was “crlti- 
caL” 

According to Unscom offi- 
cials. Mr. Hindawi had 
recently contributed little to 
UN attempts to assess the 
scale of Iraq's current biolog- 
ical weapons programme. 
Although he was a "key 
adviser from the mid-eight- 
ies until 1989", his Involve- 
ment had subsequently 
diminished and inspectors 
bad not sought to interview 
Mr Hindawi in the past year. 

As part of their mission, 
UN officials ask to interview 
dozens of Iraqi scientists 
involved in chemical, biolog- 
ical and missiles pro- 
grammes who are always 
accompanied by Iraqi offi- 
cials. 
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i By Micheb Wrong 

“So Clinton isn’t coming to 
Kenya,” said tbe Nairobi 
travel agent with a shake of 
her head. “It seems nowa- 
days, no one wants to talk to 
us.” 

If the government is busy 
playing down President Bill 
Clinton’s decision to sidestep 
Kenya dining his six-nation 
Africa tour, its significance 
is not lost on ordinary Ken- 
yans. increasingly haunted 
by the sense of inhabiting a 
pariah state. 

His no-show will be just 
the latest in a series experi- 
enced by a country that was 
once automatically included 
in the itineraries of visiting 
VIPs in tribute to its image 


as Africa’s democratic suc- 
cess story. 

Nairobi was bypassed 
when Warren Christopher 
became the first US secre- 
tary of state in a decade to 
visit the region in 1996. 
Instead, President Daniel 
arap Moi - accustomed, as 
the oldest of East Africa’s 
leaders, to particular respect 
- was surmnmoned to the 
northern Tanzanian town of 
Arusha. 

Madeleine Albright. Mr 
Christopher's successor, also 
avoided Kenya in a cross- 
continent tour last Decem- 
ber, rubbing salt into 
the wound by lavishing 
compliments on its long- 
standing rival, Uganda, 
which she praised as a 


regional “beacon of hope”. 

In January James Wolfen- 
sohn, head of the World 
Bank, pointedly avoided 
dropping in on Kenya after a 
regional summit in neigh- 
bouring Kampala, although 
Nairobi provided a natural 
stopover on his way to 
Ethiopia. 

Mr Clinton is scheduled to 
see Mr Moi today at a sum- 
mit of regional leaders in 
Uganda. But in private, Ken- 
yan officials wax bitter. 
They resent the fact that 
while Kenya reluctantly 
swallowed the multiparty 
pill forced on it by the 
donors, it is Uganda, a coun- 
try that continues to reject 
party politics, that is now 
being patted on the back. 


But the accusation '.of r; 
western hypocrisy misses 
the point. For donors; ' l s .r; : 
backing an International 
Monetary Fund and World- -‘Vs 
Bank aid freeze initiated last ■ - - 
year, the corruption, mis-, 
management and ethnic.:' 1 '., 
thuggery characterising Mr ' . 
Moi's administrations has^: ' 
removed much of the con-_ ; 
tent from Kenya's political T : 
reforms. ■ 

Hopes that the 73-year-old ; ; ;V ' 
president would seize the- : , .- r 
opportunity offered” by’ his ^ ’ 
December election .victory to j- : - : - 
sweep away a system .of . i. : . ’ 
patronage have yet to be fill- 
filled. Instead, the new cabi- 
net includes most of the .v <: 
scandal -tainted names from 
the old one. .- 
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ILO sets out employment rights 
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Palestinian boys hold a p hoto of Kofi Annan, United Rations 
secretary general, who yesterday visited JabaBya refugee camp in 
-the Gaza Strip before holding talks with Benjamin Netanyahu, 
teraefi prime mfaister, and Yitzhak Mortlechal, the defence minister, 
about faraefi withdrawal from south Lebanon Picture AP 


By Robert Tayfor, 

Em ployment Editor 

In an attempt to improve 
labour standards across the 
world, the International 
Labour Organisation yester- 
day issued a declaration of 
fundamental employment 
rights with an “appropriate 
follow-up mechanism’’. 

But Michel Hansenne, the 
director-general, faces stiff 
j opposition from within the 
I organisation’s governing 
body this week from some 
developing countries which 
see his initiative as a protec- 
tionist proposal The declara- 
tion Is likely to divide dele- 
gates at the annual 


conference in June. 

The draft declaration 
argues the ELO needs a “spe- 
cific mandate” to ensure 
“the protection and promo- 
tion on a universal basis of 
the fundamental rights of 
workers”. 

The ELO wants affiliate 
members to accept that the 
“promises of economic devel- 
opment for social progress 
cannot be fulfilled on a last- 
ing basis” without basic 
rights covering freedom of 
association and collective 
bargaining; suppression of 
all forms of forced or com- 
pulsory labour; "effective 
abolition of child labour" 
and promotion of equality of 


opportunity that eliminates 
gender job discrimination. 

The ILO proposes to moni- 
tor adherence to these rights 
through publishing an 
“objective annual survey" of 
each state to monitor 
whether they carry out their 
obligations. The director- 
general would produce a 
global report every year to 
"take stock ol significant 
trends -and progress". 

The ILO does not intend to 
weaken or sideline existing 
machinery for the ratifica- 
tion and enforcement of its 
legally binding conventions. 

It denies that its proposal 
is protectionist. "The ILO is 
not competent in trade mat. 


ters and it is not for the. 
organisation to engage 
directly In a substantive dis-.. 
mission on removing barri- 
ers to the liberalisation of 
trade," says a report -to the 
governing body. 

But it adds that the ILO ia ' 
“part of the multilateral sys- ■ 
tem" and is "entitled to pro- 
claim that the detiaration 
should not serve as a basis 
or pretext to anyone td 
to comply with obligations, 
by which they are bound 
under the multilateral trade 
system". 

Mr Hansenne would like to 
see an endorsement of its 
fundamental rights declara- 
tion at the June conference. - 


Export credits rise for developing nations 


Asia Editor 


Official export credits to 
developing countries have 
increased sharply during the 
1990s. according to the World 
Bank's report on Global 
Development Finance. 

Separately the report 
underlined that growth in 
Latin America and East 
Europe was likely to be 
damped by the Asian crisis. 

Tbe Bank noted that 
between 1990 and 1996 flows 
of official export credit 
finance to developing coun- 
tries averaged $110bn a year. 


up from $83bn in the 
second half of the 
1980s. 

Driving the expansion has 
been more aggressive export 
promotion by many coun- 
tries and the changing 
nature of international fin- 
ancing for developing econo- 
mies, which has shifted 
towards project finance and 
direct investment 

Roughly half of new 
export credit agency commit- 
ments in recent years has 
gone to support project fin- 
ancing, mainly for large 
infrastructure projects in 
power generation, telecom- 


munications and transport 

But there was a 5 per cent 
decline in new commitments 
in 1996, probably repeated in 
1997, reflecting growing con- 
cerns over the macroeco- 
nomic imbalances and the 
health of the hanking sector 
in some countries. 

Aggregate figures for 
export credit agency perfor- 
mance are only available 
with a significant time lag, 
but the bank noted that net 
cash flow of tbe 42 agencies 
that are members of the 
Berne Union totalled $1.5 bn 
in 1996. 

This was the first surplus 


since before the debt crisis of 
the 1980s and reflects 
increased recoveries of mora- 
torium interest under Paris 
Club rescheduling agree- 
ments. 

The total exposure of 
export credit agencies to 
developing countries at the 
end of 1996 was $46Sbn, or 22 
per cent of the total debt 
owed by developing coun- 
tries. 

The Bank said Latin 
America was affected by the 
contagion spread by the 
Asian crisis, with sharp faffs 
in the’ stock markets of 
Argentina. Mexico and Bra- 



zil during October. But they 
were able to weather the 
storm because of their stron- 
ger financial systems, 
because they had not experi- 
enced lending booms simn af 
to east Asia and because of 
flexible interest rate 
responses. 

However, growth in Latin 
America will be slower this 
year as. a knock-on effect of 
roe Asian crisis, the Bank 
argued. 

There were similar ripples 
m eastern Europe, the Bank 
padding that tfcere 1 ^. 

evidence , of vulnerabilities 
similar to those of east Asia! 


current, account defi- - 
emerged, notably 
to the Baltic states, Romania .= 

Republic and c 
Slovakia. Short-term debt - 
has increased to some doun- 
fries, although the stock of 
short term debt . remains V 
low. 

Moreover, in contrast to 
east Asia; public sector defi- ' ' 
cits are large in Russia, Tur- - : . 
key and the Ukraine. 

Gtoxd Development Finance, . 
World Bank, Washington V 
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Venezuelan al um ini um sale collapses 


By Raymond CoWtt to Caracas 

The privatisation of 
Venezuela's al uminium pro- 
ducer, CVG, one of the 
world's largest, looked set to 
be postponed yesterday after 
the last qualified consortium 
withdrew. 

The government’s privati- 
sation agency, FIV, con- 
firmed that Sural and Alen- 
tuy, the Venezuelan partners 
in the consortium, had 
informed it of the consor- 
tium’s withdrawal. Alberto 
Paletto, head of the FIV. was 


expected to officially 
announce the postponement 
late yesterday. 

The postponement would 
mark a major setback for the 
government’s attempt to 
boost foreign investment 

The consortium members, 
which include the UK’s Billi- 
ton, France's Pechiney, Cen- 
tury Aluminum of the US, as 
well as the two Venezuelan 
companies, had met Mr 
Poletto earlier, apparently to 
discuss the < 2.1 bn base price, 
the cost of energy supply, 
and the extent of the bauxite 


concession. 

For more than two years 
the Venezuelan government 
has faced staunch labour 
and congressional opposition 
to the privatisation. 

Last week two other consor- 
tia, including the world's 
leading aluminium compa- 
nies. withdrew from the pro- 
cess. Alcoa of the US and 
Alcan of Canada said the 
acquisition agreements 
failed to provide “the legal 
certainty to be expected in a 
commercial transaction.’’ 
Other reasons for their with- 


drawal included the ‘'mini- 
mum bid price, the poor per- 
formance of the industry 
over the past 12 months, and 
the increased energy and 
operating costs.” These fac- 
tors had made the sale 
incompatible with ‘'share- 
holders' objectives of pursu- 
ing Investments that return 
the cost of capital," they 
said. 

The consortium including 
Norway's Norsk Hydro and 
Reynolds Metal of the US 
said they would not bid, cit- 
ing large “risk exposure and 


liabilities". 

CVG is one of the world's 
largest and the last remain- 
ing state-owned aluminium 
complexes with a 635,000 
tonne/year capacity. Vene- 
zuela is considered to be one 
of the lowest-cost aluminium 
production sites because of 
its cheap hydroelectricity 
and ample supplies of natu- 
ral gas and minerals 

The company owns two 
aluminium smelters, a car- 
bon anode producer and a 
bauxite plant. 

However, it is saddled 


with a $L25bn debt. 8630m of 
which is owed to interna- 
tional creditors, including 
France's Paribas and Ger- 
many's KFW. 

A six-day strike by 
employees damaged -part of 
the production line. The 
labour action came on top of 
a base sale price for the pri- 
vatisation considered by 
many to be on the “high- 
end." Merrill Lynch; the 
investment bank man a gin g 
the sale, is said to have rec- 
ommended a base price of 
around $L8bn. 


MEXICAN DRUGS PROBE TRAFFICKERS TRIED TO LURE PRESIDENT’S BROTHER INTO ILUCFT REAL ESTATE DEAL, SAYS_PR0SECUT0R ‘ 

Cartel ‘laundered milli ons’ through bank 


By Lesfle Crawford 
In Mexico Cfty 

Drug traffickers laundered 
millions of dollars after buy- 
ing a Mexican bank in 1995. 
and they tried to lure Presi- 
dent Ernesto Zedillo's 
brother into an illicit real 
estate deal, according to 
Mexico's special prosecutor 
for drug crimes. 

An investigation led by 
Mariano Henan Salvatti, the 
prosecutor, is providing the 
first glimpses of how drug 
cartels have infiltrated 
Mexico’s weak hanking sys- 
tem. and their attempts to 
ensnare leading members of 
Mexico’s political and busi- 
ness establishment. 

The government last week 
confirmed that the Jufirez 
cartel, the most powerful 
criminal organisation in 
Mexico, had taken advantage 
of Mexico’s financial turmoil 
in 1995 to buy a small domes- 
tic bank. 

The real owners of Grupo 
Flnanciero An&huac were 
uncovered only after regula- 
tors detected fraud at the 
bank in November 1996. By 
then. Mr Herran Salvatti 
estimates the cartel had 
laundered more than 850m 
through Anahuac. 

He believes the cartel was 
trying to establish a new 
base of operations in Chile, 
and was using the bank’s 
subsidiaries in the Cayman 
Islands to channel the pro- 
ceeds or its drug trade. 

Judges last week issued 15 


arrest warrants in connec- 
tion with the case, but only 
one suspect, Juan Alberto 
Zepeda Novelo, has been 
detained. Mr Zepeda Novelo 
was the director of oil pro- 
jects at Bufete Industrial, 
one of Mexico’s largest con- 
struction companies, and 
was charged at the weekend 
with using drug money to 
buy shares in AnAhuac. 

The presence of drug car- 
tels in the heart of Mexico's 
finan cial system has dis- 
mayed Mexican bankers. 
The cast of characters who 
have become trapped in the 
scandal, however, provides a 
cautionary tale on the pit- 
falls of doing business with 
strangers. 

In 1995 Anahuac was a 
small, recently licensed 
bank, but It was careful to 
hire a son and a nephew of 
Miguel de la Madrid, the for- 
mer Mexican president, to 
confer respectability on its 
operations and attract the 
right kind of client. 

Mr de la Madrid’s son, 
Federico, told the newspaper 
Reforma last week he knew 
nothing of the alleged sale of 
Andhuac shares to drug traf- 
fickers. “I was hired to pro- 
mote new businesses and 
win clients. I was not privy 
to decisions taken by mem- 
bers of the board," he said. 

Meanwhile, Mr Zepeda’s 
son Juan, and his business 
partner, Jorge Bastida Gal- 
lardo. who has evaded 
arrest, gained entry into 
Anahuac by boasting of their 



Mariano Herrin Salvatti: his inquiry shows how drug cartab have bifP lrate d banking Picture 


close relationship with an 
influential trade union 
leader who is also a promi- 
nent member of the ruling 
Institutional Revolutionary 
party. 

The two men then 
approached Rodolfo Zedillo, 
the president’s brother, and 
offered $50m for a hotel proj- 
ect in the heart of Mexico 
City's financial district Mr 
Rodolfo Zedillo, an architect 
said the would-be financiers 


“suddenly v anishe d" when 
his lawyers began making 
inquiries into the origin of 
their funds. 

“Organised crime does not 
respect hierarchies or profes- 
sions," Mr Rodolfo Zedillo 
said. “We are all exposed to 
this threat" 

Anahuac also raised suspi- 
cions because its brokerage 
charged risible commissions. 
One representative of a 
European b ank said: “We did 


business through Anahuac 
for a while, but we began to 
suspect something was 
amiss because we couldn't 
understand how they made a 
profit on such low commis- 
sions.” 

From next month. Mexi- 
can banks and brokerages 
will be required to report 
this kind of “suspicion" to 
the National R anking and 
Securities Commission, fol- 
lowing the introduction of 


laws to detect and combat 
money laundering. 

With Mexican cartels now 
controlling a third of the 
$50bn market for Illegal 
drugs in the US. according to 
US government officials. 
Mexican hanking regulators 
no longer doubt that drug 
money is being laundered 
through Mexico’s financial 
system, but decline to put a 
figure on it 

Charles Intriago, editor of 
Money Laundering Alert the 
Miami-based newsletter, 
a g r eed that accurate figures 
were hard to gauge, but said: 
“It could be as much as $8bn 
a year, which means $93m a 
day." Mr Intriago said 
Mexico's new law to combat 
money laundering was more 
comprehensive than legisla- 
tion in the US, which did not 
cover the securities indus- 
try. • 

Even in Mexico, however, 
drug cartels win be able to 
exploit loopholes in the new 
regulations, particularly 
because foreign exchange 
houses, an important -point 
of entry of drug money into 
Mexico, are not subject to 
the same reporting require- 
ments as banks. 

Mr Intriago believes most 
drug funds are spirited away 
to other financial havens, 
but a significant portion 
stays in Mexico, and is chan- 
nelled into real estate pro- 
jects, car dealerships, trans- 
port companies, foreign 
exchange bureaux and tour- 
ism developments. 


FBI warns 
of soaring 
cybercrime 


By Rfc&ard WoWe 

m W ash ington 


Cr iminal cases against 
computer backers have more 
than doubled this year as 
the ranks of teenage' hackers 
were joined by industrial 
spies and foreign agents, the 
US Federal Bureau of Inves- 
tigation warned yesterday. 

The FBI told a hearing of 
senators that it had recorded 
a si gnificant increase in Its 
pending cases of computer 
intrusions, from 206 to 480 
this year. 

The FBI’s leading experts 
on so-called cybercrime said 
the US was increasingly vul- 
nerable to an attack which 
could undermine vital ser- 
vices such as telecommuni- 
cations, banking and the 
supply of oil and gas. 

Mi chael Vatis. bead of the 
FBI’s national infrastructure 
protection centre, said: 
“Although we have not expe- 
rienced ihe electronic equiv- 
alent of a Pearl Harbor or 
Oklahoma City as some have 
foretold, the statistics and 
our cases demonstrate our 
dangerous vulnerabilities to 
cyber attacks." 

The warning follows the 
arrest and questioning of an 
Israeli teenager, who Is 
accused of working with 
accomplices in the US and 
Israel to mount the most 
sustained attack on the Pen- 
tagon's computer systems. 
Ehud Tannenbaum is 
accused of breaking into 
unclassified personnel and 
payroll records. 

However, Mr Vatis said 
hackers were also attacking 
vital domestic services in the 
US. He told bow one hacker 
had broken into telephone 
systems in Massachusetts to 
cut off communications at a 
regional airport and discon- 
nect the control tower last 
year. A teenager last week 
agreed to serve two years’ 
probation after pleading 
guilty to disrupting commu- 
nications at Worcester 
regional airport for six 
hours. 

Another hacker in Florida 


is accused of breaking into 
the 911 emergency phone 
system last year, which 
jammed all emergency ser- 
vices ran* in the region. 

The FBI said the dangers 
of cybercrime were rising 
because of the increased 
availability of hacking tools jf _ 
on the internet, as well as 
electronic hardware such as 
radio frequency jamming 
equipment 

Last week John Harare, US 

deputy defence secretary, 
toured European govern- 
ments to warn of the risks of 
computer crime and discuss 
possible counter-measures. 

In spite of the publicity 
surrounding backers, indus- 
trial espionage remains the 
most costly source of cyber- 
crime, senators on the joint 
economic committee heard 
yesterday. 

Last July an unnamed 
computer communications r 
company sent a malicious 
computer code which 
diverted communications 
from one of its rivals. The 
FBI estimated the victim 
company suffered losses of 
more than $L5m. 

Other FBI officials told 
bow the US was increasingly 
the subject of economic 
attack by foreign govern- 
ments using computers. , 
Larry Torrence, of the FBI’s 
national security division, 
said foreign agents were 
“aggressively targeting" 
business information belong- 
ing to US companies. 

More frequently, c riminals 
are using the internet to 
defraud potential investors if. 
with bogus investment 
schemes and banks. 

Fraudulent schemes on 
the internet were becoming 
“epidemic", said Neil Gal- 
lagher. of the FBI’s criminal 
division. One pyramid 
scheme, called Netware 
International, had recruited 
2,500 members across the US 
by promising to share profits 
of 25 per cent a year in a 
new bank which it was 
claiming to form. 

Investigators said they had 
seized almost $ltn to date. 
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Malaysia cuts economic growth forecast 


By SbeBa McHutiy 
hi Knafa Lmpor 


Malaysia yesterday revised 
its 1998 economic growth 
projection down to a more 
realistic 2 per cent to 3 per 
cent, from 4 to 5 per cent, 
but Called to deliver the 
structural changes econo- 
mists had sought to revive 
investor confidence. 

Economists had hoped the 
government's eventual rec- 


ognition that growth would 
slow dramatically from 7.8 
per cent last year - some 
economists project it will fan 
to 0.7 per cent - might 
prompt more significant 
action. This would include 
lifting restrictions on foreign 
ownership in banking and 
other sectors, as well as 
relaxing racial quotas gov- 
erning business. The initia- 
tives would lead to more 
competitiveness and benefit 


the economy in the long run. 
Instead Anwar Ibrahim, 

UnaiiHi irrinictar and deputy 

prime minister, made what 
observers considered vague 
mmmrhnpntR tO develop the 
financial system, strengthen 
the banking sector, improve 
transparency and gradually 
liberalise. 

“Essentially a case of 
sweeping the problems 
under the carpet," was how 
Ned Saker, bead of regional 


economic research at Soc- 
Gen-Crosby in Singapore 
summed up the govern- 
ment's latest initiative. 

Economists dismissed Mr 
Anwar's insistence that no 
public funds would be used 
to bail out corporations in 
trouble, given that Mahathir 
Mohamad, the prime minis- 
ter, has expressed support 

for helping Malaysia's best 
companies. Analysts have 
described a string of corpo- 


rate restructurings in recent 
weeks as blatant bailouts. 

Without structural adjust- 
ments, economists suspected 
the authorities would have 
no choice but to inject much 
needed funds for banking 
and other Bectors via 
resources such as the 
national pension fund and 
the Employees’ Provident 
Fund and by reducing the 
statutory reserve require- 
ment (SRR) of banking insti- 


tutions. The SRR determines 
the amount hanks are 
required to place interest- 
free with the central bank. 

Economists believe infla- 
tion will be closer to 20 per 
cent, compared with Mr 
Anwar's forecast of 7 per 
cent to 8 per cent, given the 
sharp recent depreciation in 
the ringgit against the US 
dollar. At one point the ring- 
git had faTl on gg rmifh as 48 
percent. 


HK and Singapore 


Asia downturn reignites rivalries between 

Hong Kong says Chinese hinterland is dynamic source of business; the city state says no 
Asian wants money under China's control. John Ridding and Peter Montagnon report 


T ough times make for 
tough competition, and 
the downturn in Asia's 
financial services industry 
has fuelled the old rivalry 
between Hong Kong and 
Singapore about which cen- 
tre can rise to pre-eminence 
as Asia’s financial hub. 

Fears that Hong Kong 
could start to lose business 
to its south-east Asian rival 
in the run-up to last year’s 
handover proved largely 
unfounded. 

UntQ the economic crisis 
struck, Hong Kong's markets 
were thriving on the back of 
a roaring stock market and a 
surge in business from 
China. 

But now things have 
changed. If Lee Kuan Yew. 
Singapore’s senior minister, 
detected more of a buzz in 
Hong Kong thaw in his own 
heavily regulated market, 
then that buzz has become a 
touch more nervous. This 
year Singapore has 
embarked on a significant 
thrust to build up its own 
business, particularly in 
ftmri management. 


The city state has prom- 
ised a somewhat looser cli- 
mate of regulation - “if not 
a big hang than at least a 
series of thunderclaps.” 
according to the official line 
- designed to faster enter- 
prise and innovation. It also 
plans to release an extra 
S$25bn (US$l5.6bn) in gov- 
ernment funds for manage- 
ment by the private sector. 

Donald Tsang, Hong 
Kong’s financial secretary, 
plays down the threat 

“1 don’t think we are work- 
ing in a zero sum environ- 
ment Asia is large enough 
to accommodate Japan in 
the north. Hong Kong in the 
middle, and Singapore down 
south,” he said. 

Mr Tsang claimed Hong 
Kong retained an edge in its 
role as a finanriai centre. *Tn 
terms of international finan- 
cial trade I think we are bet- 
ter equipped and we have a 
better hinterland. We are 
better equipped in terms of a 
level playing field and the 
free flow of information.’' 

Many in the industry 
underline Hong Kong’s 


strengths. “You cannot 
ignore the serious benefits 
that Hong Kong offers in 
terms of supporting infra- 
structure and its well super- 
vised but fully deregulated 
market place,” said Stephen 
Stonefield, chairman of 
Credit Suisse First Boston in 
the Pacific region. 

“That promotes creativity 
and innovation, and the 
importance of Hong Kong as 
a conduit for capital for 
China is not going to go 
away." 

A consultative report by a 
hand-picked group of finan- 
cial industry executives on 
which Singapore's reform is 
based noted the competition 
from other centres in the 
region, not just Hong Kong. 
Japan is going through its 
own “big bang”. 

Australia last week 
announced haniring reforms 
designed to make Sydney 
more attractive as a banking 
centre, and at least until 
the economic crisis struck, 
Singapore’s own neighbours, 
Malaysia and Indonesia, 
were busy developing 


their own markets. 

The report said Singapore 
lagged behind other centres 
in the development of capital 
markets and in its ability to 
attract large international 
fund managers. The govern- 
ment’s response in accepting 
its recommendations has 
been a considered attempt to 
promote Singapore financial 
services in much the same 
way as it promoted the elec- 
tronics industry. 

‘There Is tremendous fer- 
ment,” said Lee Hsien 
Loong, deputy premier and 
chairman of the Monetary 
Authority of Singapore. 
“Technology is driving it: 
new products, new ways of 
doing business, new ways of 
supervising the business, 
new risks. And we can't just 
say this 'll puss us by.” 

Financial services are seen 
as an important plank for 
the knowledge-based econ- 
omy Singapore now aims to 
become. 

So the reform is seen as 
much more related to Singa- 
pore’s overall long-term 
development than an oppor- 


tunistic attempt to pick off 
Hong Kong. 

Many banks split oper- 
ations between the two 
regional hubs. Deutsche 
Bank, which has Its maiu 
regional office in Singapore, 
has its headquarters for 
equities and debt capital 
mark ets in Hong Kong. 
CSFB heads its investment 
banking, corporate finance, 
debt capital markets and 
mergers and acquisitions in 
Hoag Kong, bat has its main 
regional project finance, 
flved income «nri emerg in g- 
markets operations in Singa- 
pore. 

A lthough Hong Kong is 
expected to retain its 
edge for investment 
banking operations, execu- 
tives said Singapore's 
deregulation push would 
influence future investment 
decisions. “It seems they are 
serious about deregulation 
and that will certainly make 
people evaluate where to 
operate,” said a senior exec- 
utive with one US Invest- 
ment hank, “That seems par- 
ticularly likely hi the case of 
fund management.” 

Thanks to exchange rate 


movements Singapore is cur- 
rently cheaper than Hong 
Kong as a business centre. 
Bankers there said legal and 
accountancy services might 
be more sophisticated in 
Hong Kong. But Singapore 
nowadays wins hands down 
in tarns of En gttoh language 
fluency - which may prove 
an increasing handicap to 
Hong Kang - and tn its abiL 
ity to integrate expatriates 
into the local community, 
said Hugh Peyman of Dread- 
ner Klein wort Benson. 

Relative performance may 
depend on matters outside 
sitter's control. Bankers in 
Hang Kong push the territo- 
ry’s fihinafifl hinterland as 3 
dynamic source of busi nes s, 
noting Singapore’s south- 
east Asian hinterland is now 
in turmoil. The reply from 
Singapore is equally robust. 
“No Asian wants his money 
ultimately under Chinese 
mainland control, and that's 
what Hong Kong is.” said 
one banker. 

Besides, the easily accessi- 
ble Indian subcontinent will 
become increasingly impor- 
tant as Singapore’s hinter- 
land as its economy grows. 
This battle win run and run. 


Japan’s banks 
to tighten bad 
debt rules 


By Gffifen Tett In Tokyo 

-Iap ari pgft hanks will ti ghten 

their rules for disclosure of 
bad debts as part of the 
country’s planned “Big 
Bang” financial deregu- 
lation, it was announced yes- 
terday. 

The Bankers’ Federation, 
an industry body, pledged to 
introduce new standards 
based around US practices, 
which analysts say will prob- 
ably lead to a 20 to 30 per 
cent increase in the amount 
of reported bad loans. 

The step is likely to be 
welcomed by the markets, 
since the poor levels or dis- 
closure of bad loans in 
Japan’s hanking system 
have been a key factor 
undermining investor confi- 
dence in recent years. 

The Japanese Bankers’ 
Federation at present esti- 
mates that the level of had 
loans measured according to 
its current standards is 
around Y28,0Q0bn ($2l5bn; 
for the banks. Most of these 
loans stem from the collapse 
of tiie 1980s property bubble. 
However, many analysts 
have long suspected that 
these were an understate- 
ment - particularly as the 
total has continued to rise in 
recent years even though the 
banks have made large 
write-offs. 

As a further blow to confi- 
dence, the finance ministry 
issued separate data earlier 
this year which showed that 
problem loans - which 
include “doubtful” loans as 
well as clearly “bad” loans - 
totalled some Y 77.000b n. 


The new standards which 
the Bankers’ Federation will 
introduce include two main 
changes. The first is a 
requirement that banks 
report ail loans on which 
interest payments are over- 
due after 90 days. At present 
banks repeat bad loans only 
if payment is overdue after 
six months in Japan. 

The second requires banks 
to report all loans where 
repayments have been 
restructured. At present. 
Japanese banks are only 
asked to report loans where 
interest is being paid below 
the official discount rate. 

The two changes are simi- 
lar to those required by the 
US. The Bankers’ Federation 
did not makp any commit- 
ment to force the banks to 
give a more accurate picture 
of the bad loans held at sub- 
sidiaries or related compa- 
nies. These “secondary” bad 
loans have often proved to 
be much larger than antici- 
pated when banks have col- 
lapsed in Japan. 

The new US-style stan- 
dards were adopted on a vol- 
untary basis by Nippon 
Credit Bank (NCB), Long 
Term Credit Bank (LTCB) 
and Chuo Trust Bank earlier 
this month. This led NCB to 
raise its ted loan figure to 
Yl,700bn from Yl,250bn. 
LTCB to raise bad loans to 
YUeObn from Yl,020bn, and 
Chuo Trust to raise the fig- 
ure to Y2SL6bn from Y231bn. 

The Japanese banks are 
now expected to announce 
large write-offs of these bad 
loans when they announce 
their 1997 fiscal year results. 
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. The famous boobridge is both a legacy of the 
Industrial Revolution and a testament to Telford's 
unstoppable business success. £2,00(1 million of public 
jnd private investment have made it the 
region's fastest grow ini; town, and CNT, 

England's largest owner of development 
land, hjs a wide range of prime develop- 
ment sites available here for fast-track sale. 

But business isn’t the only success story 
in Telford. There's also on excellent 
quality of life, with the South . , . ' 

Shropshire Hills. Snowdonia ” 

and the beautiful Welsh coast all in easy 
reach, u wide ranee ol sports and leisure 
facilities; attractive homes in Telford and 
the surrounding villages; and one of 
Europe’s hipest town parks right • ; ^ 

• ** < **A* 1 

next to the magnificent Telford 
Shopping Centre. , 

Wherever you are 

in Telford, you’re no more than 10 minutes from the 
motorvv ay system, with rapid access to key regional 
and naUon.il markets and the region's major airports. 

Talk to CNT or cheTellord Development Agency. 
We're reads to help you find business success here 
in Telford. 
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LOCATIONS MADE FOR BUSINESS SUCCESS. 
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CNT SELLS LAND FOR THE DEVELO PMENT OF BUSINES S PREMISES IN KEY LOCATIONS THROUGHOUT E NGLAND. 

ASK ABOUT ♦ DEVELOPMENT SUES ♦ FAST-TRACK PLANNING. ♦ CONFIDENTIAL AND COMPREHENSIVE SERVICE. 

. ->"T 


CALL 01952 293131 FOR DETAILS. 
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New Indonesia 
cabinet ‘could 
push reforms’ 

By Richard Lambert However, some very 

ta New York important issues still bad to 

.... resolved. The Indonesian 

The new Indonesian cabinet money supply was running 
could be well placed to influ- out of controL and would 
ence President Suharto in have to be restrained. Bank 
the direction of reform. Stan- and private sector debt had 
ley Roth, US assistant secre- to be restructured, and 
tary of state for East Asia structural reforms imple- 
and Pacific Affairs, said in merited. The budget deficit 
New York yesterday. was Increasing rapidly, and 

Although President Suhar- would also have to be 
to’s cabinet appointments checked, 
had been widely criticised. Everyone wanted to help 
Mr Roth suggested that the the country to restore trade 
closeness of some ministers credits in order to let trade 
to the president could actu- resume. But for that to hap- 
ally give them greater influ- pen it was essential that 
ence than might have been Indonesia should be seen to 
the case if technocrats had be in compliance with IMF 
been appointed. agreements. 

“It is way too soon to say “We are not yet over the 
that this cabinet will not hump.” Mr Roth. said. Big 
encourage reforms.” he questions remained about 
added. the recommendations which 

Striking a relatively the new cabinet would pro- 
upbeat tone about the events pose, and the likely response 
of the last few days. Mr Roth of the president, 
said that the International The response of the finan- 
Monetary Fund was also dal markets would also play 
showing a willingness to be a crucial part in the out- 
flexible in the current set of come, 
negotiations. “The tone of But real progress had been 
the debate has changed.” he made in the last 10 days, Mr 
added. Roth said. - 

Hong Kong land 
market gets a lift 

By Louise Lucas in Hong Kong Her Parker, the property con- 

— sultants. 

Hong Kong’s moribund real The second plot, although 
estate market was buoyed by only half the size of the 
welcome news yesterday as Mount Austin Road site on 
two plots of government the Peek, was seen as more 
land fetched higher than indicative of market senti- 
expected prices at auction. ment Based in Yuen Long, 
The positive news lifted towards the Chinese border, 
prices on the local stock the plot was sold for 
exchange at the end of trad- HK$290m compared with 
ing. Sentiment was also analysts' estimates of 
lifted by easing Interbank HK$260m-HK$280m. 
interest rates, raising expec- The auction results come 
tations of an imminent cut after a wave of more nega- 
in prime lending rates. tive news for the depressed 

“These are pretty powerful property market, where 
signals that are pointing prices are down -an average 
towards a turning point,” 25-30 per cent since the peak 
said Michael Leary, head of last year. Land sold by ten- 
property research at IjRhman der earlier this month went 
Mothers in Hang Kong: He for sharply lower than 
also painted to a cut in the expected figures, and dev el- 
level of discounting offered opers have been discounting 
by developers on new flats, new flats brought to market 
The bigger . of the two Property transactions have 
plots, a 13,328 square metre been contracting sharply: in 
residential site on the exclu- February, deals were valued 
sive Peak was sold for at HK$16£bn, a fail of 77 per 
HK$92Gm (USSll9m), as cent compared with the 
against market estimates or same month last year and of 
around HK$700m to 45 per cent compared with 
HK$800m. January. While analysts 

Analysts noted the site remain cautious in the Ion- 
carried a rarity premium, as -ger term, investors y ester- 
plots on the Peak seldom day were sufficiently 
came up for sale. “If you cheered to push the bench- 
don’t hid- when that sort of mark Hang Seng Index up to 
site comes up you don’t get a dose of 11,645, a gain of 
another chance very 0.44 per cent, which came in 
quickly,” said David Faulk- the final hour of' tra ding 
ner, partner at Brooke HU- -Property stocks led the rise; 
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Estrada 
keeps 
his star 
rating 

By Jus&n Marozzf in Manila 

Joseph Estrada, the Philip- 
pine vice-president and for- 
mer film star, maintains a 
commanding lead in the 
presidential race seven 
weeks before voting day on 
May 11. according to the lat- 
est poll in Manila yesterday. 

A survey from SWS, 
regarded as the country's 
most reliable pollster, gave 
Mr Estrada 28 pqr cent sup- 
port. double that of his near- 
est challengers. 

Jose de Venecia. House 
Speaker and the Ramos 
administration's candidate. 
Improved his rating from 12 
per cent in February to 14 
per cent, tied with Alfredo 
Lam. the mayor of Manila, 
nicknamed “Dirty Harry” for 
his robust approach to fight- 
ing crime. 

The survey revealed that 
the concerted efforts of Pres- 
ident Ramos and Mr de 
Venecia’s campaign manag- 
ers to discredit the populist 
Mr Estrada have failed to 
have an impact on his buoy- 
ant ratings. In *hp past sev- 
eral weeks, photos have been 
released showing htm in a 
casino with a supposed gam- 
bling lord. He has also been 
l i nk e d to financial impropri- 
eties through his wife and 
has even been accused of 
hatching a plot to assassi- 
nate Mr Ramos in 1992. 

Mr Estrada, hugely popu- 
lar among the masses for his 
swashbuckling Robin Hood 
performances on screen, has 
pledged' to put the plight of 
the poor at the top of his 
agenda and has vowed to 
stop “exploitation" by for- 
eign investors. 

He has promised to sur- 
round himself with “the best 
and the brightest” advisers 
and to maintain the coun- 
try’s reform moment um 
Mr de Venecia, whose time 
in the corridors of power 
dates back to the presidency 
of the late strongman, Ferd- 
inand Marcos, is not widely 
trusted and is regarded as a 
“trapo". meaning a tradi- 
tional politician. 

But his fierce ambition for 
the top job and the formida- 
ble financial and logistical 
advantages conferred by the 
administration's backing 
mean he still has a fighting 
chance. 

Gloria Macapagal-Arroyo, 
the highly respected and 
glamorous senator, has an 
overwhelming lead in the 
separate vote for vice-presi- 
dent She has 47 per cent 
support, almost 30 percent- 
age points ahead of her near- 
est challenger. 

The stock market at least 
has proved unruffled by the 
increasingly raucous and 
bruising election campaign 
so for, having put an so per 
cent since January. 
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. BRITAIN 

— — H^LAIR rejects claims of privileged treatment by government 


MP demands curb on Murdoch 


By Robert Peston 
and Liam HafKgan 


j^oris Mullm, a senioi 
backbench MP in the govern, 
mg Labour party, is potting 
pressure on the government 
to act against alleged 
attempts by Rupert Murdoch 
to distort competition 
between UK newspapers. 

His Intervention came as 
Tony Blair, the prime minis- 
ter. denied that Mr Murdoch 
had received privileged 
treatment from frh«» govern- 
ment over bis attempt to 
make a £4bn <$6.7bn) acquisi- 
tion of Italy's leading com- 
mercial TV network, Medi- 
aset, “I treat Mr Murdoch no 


differently to anyone else, 1 * 
Mr Blair said. 

His statement followed the 
disclosure that last Wednes- 
day he spoke to his Italian 
counterpart, Romano Prodi. 
about Mr Murdoch's bid, 
which appeared to founder 
at the end of last week. 

An Italian official said Mr 
Blair asked Mr Prodi 
whether there would be legal 
or government obstacles to 
the deal and was told there 
should be no such problem. 

Meanwhile, Mr Muffin said 
he was meeting Office of 
Fair Trading officials in Lon- 
don later this week to dis- 
cuss a possible amendment 
to the competition bill to 


outlaw predatory pricing, 
contrary to government pol- 
icy. "My interest Is whether 
the powers of the OFT are 
adequate to deal with preda- 
tory pricing,” Mr Muffin 
said, "1 am not convinced 
they are, and if 1 can find a 
way to stiffen them then I 
will." 

The government has 
already suffered a serious 
rebellion over the issue in 
the House of Lords, the un- 
elected upper House of par- 
liament. An amendment on 
predatory pricing was passed 
in the House of Lords last 
month. 

One backbencher said at 
least 40 MPs would vote for a 


Magnate finds premier he 
‘could do business with’ 


James Blitz examine the access that US 
to Labour party leader with strong mandate 


Robert Peston and 

media tycoon enjoys 

I n the run-up to the UK 
general election in May 
last year. Rupert Murdoch 
and his wife Anna are said 
to have had private dinners 
with John Major, the incum- 
bent Conservative prime 
minister, and Tony Blair, his 
rival from the Labour party. 

"Although Rupert's poli- 
tics are probably closer to 
Major's, he got on far better 
with Blair." said a colleague 
of the media magnate. "He 
felt Blair was a man he 
could do business with." 

The favourable impression 
made by Mr Blair paid off 
handsomely when, eight 
weeks before polling day. Mr 
Murdoch converted his most 
influential UK newspaper. 
The Sun. into a Labour- 
supporting tabloid. This was 
a coup for the Labour leader 
because his two predecessors 
had been undermined by 
The Sun's savage attacks on 
them. 

Mr Murdoch's reward has 
been privileged access to a 
prime minister who has one 
of the largest ever majorities 
in the House of Commons. T 
would not call them friends 
but they like and admire 
each other,” said a minister. 

The closeness of the rela- 
tionship is attracting media 
attention following the dis- 
closure that the prime minis- 
ter spoke to his Italian coun- 
terpart, Romano Prodi, last 
Wednesday about a £4bn 
($&68bnj takeover of an Ital- 
ian television network that 


Mr Murdoch was negotia- 
ting. 

The deal to purchase 
Mediaset - the commercial 
television interests of Silvio 
Berlusconi, the former Ital- 
ian prime minister and oppo- 
sition leader - appears to 
have foundered over the 
price offered. But according 
to an Italian official, Mr 
Blair inquired of Mr Prodi 
whether there would have 
been any government or reg- 
ulatory obstacle to the take- 
over. He was reportedly told 
there would not have been 
any block. 

Details of telephone con- 
versations between govern- 
ment heads are rarely dis- 
closed and Blair aides in 
London said yesterday they 
would not break this conven- 
tion. 

Mr Blair's chief spokes- 
man dismissed suggestions 
that Mr Blair was lobbying 
for Mr Murdoch, while refus- 
ing to make any comment 
about why or whether the 
Mediaset deal was discussed. 

Members of the Italian 
government said they were 
not surprised by Mr Blair's 
keenness to discuss the take- 
over, given the close connec- 
tion between politics and 
business in Italy, typified by 
the career of Mr Berlusconi. 

Mr Blair's decision to raise 
the issue of Mr Murdoch’s 
bid was, in the wards of an 
Italian official, "a very sensi- 
ble thing to do". When an 
Italian prime minister is con- 


sulted by his UK counterpart 
in this way, he is flattered. 
Mr Blair's spokesman said 
the prime minister "makes 
no secret of the fact he 
speaks up for British firms 
when he meets foreign 
leaders”. 

However. Mr Murdoch is 
no ordinary British business- 
man. He is a naturalised US 
citizen with media interests 
all over the world and a 
holding company, News Cor- 
poration. in Australia. He 
has substantial UK interests 
- more national newspapers 
than anyone else and a 40 
per cent holding in the Brit- 
ish Sky Broadcasting satel- 
lite television network - but 
famously pays little tax 
anywhere. 

According to News 
Corporation, if he had been 
successful In his negotia- 
tions with Mr Berlusconi, 
Mediaset would have been 
inserted into BSkyB. So in 
that sense, the deal passed 
the British national interest 
test for the British prime 
minister. 

But there is a separate, 
delicate issue for Mr Blair. 
The overlap between the 
interests of government and 
those of Mr Murdoch's 
empire are substantial. Min- 
isters are deciding on two 
questions of direct moment 
to Mr Murdoch: trade union 
recognition uand the extent 
to which BSkyB can buy up 
the broadcasting rights to 
any sporting event 


Muffin amendment. "There 
could easily be a rebellion on 
this," he added. 

Other Labour MPs reacted 
with alarm to reports of Mr 
Blair's conversation with Mr 
Prodi. “We will end up with 
a feudal trinity r unning this 
country," said one. “The 
prime minister. Murdoch 
and Buckingham Palace 
[Queen Elizabeth's official 
residence in London].’' 

Mr Blair, speaking at a 
press conference in Paris, 
said he dealt with Mr Mur- 
doch at arm's length. "It is 
not a question of offering 
assistance to anyone," he 
said. But it was not his prac- 
tice to "discuss telephone 


calls with the Italian prime 
minister". He went on to say 
that it was his custom to be 
concerned about “any busi- 
ness with British interests". 

His spokesman Insisted 
that the telephone call had 
been initiated by Mr Prodi 
and that the two leaders 
"spoke about lots of issues". 

The opposition Conserva- 
tive party appeared reluc- 
tant to criticise Mr Blair's 
relationship with Mr Mur- 
doch. One senior Conserva- 
tive said his party was 
improving its relationship 
with Mr Murdoch's newspa- 
pers. especially the Labour- 
supporting Sun, and was 
unwilling to jeopardise that. 



YELTSIN'S 

HUNTING 

RUSSIAN 

BLAIRSKI 


RUSSIAN leader Boris Ytuutin yesterday 
sacked his entire government to foil a 
Kremlin coup - and bring in new Tony 
Blair-style modernisers. 

Yeltsin - dubbed the Rus«:un Bear - acted to stop 
Premier Viktor Chernomyrdin and billionaire minis- 
ter Boris Berezovsky battling for his job. 

Yeltsin was convinced the pair had turned their 


Yeltsin, who met Mr 
Blatr in Moscow last Oc- 
tober. said at the lime:. 
“Tony Blair is a most 
thrusting, energetic politi - 
_ dan. / am very fond of 
young, energetic people." 



The Sun newspaper, which for many years lost no opportunity of 
heaping scorn on the Labour party and praising Conservative rivals 
such as Margaret Thatcher, now goes out of its way to be friendly 
to Tony Blair, as this story from yesterday's issue demon s trates 


Low rates worry 
aviation insurers 


Hollywood studios will 
be asked to pay levy 


By Gautam MaOtant in London 


Aviation insurance profits 
are still dogged by a soft 
market with no end in sight 
to excess capacity and low 
rates, the Aviation Insur- 
ance Offices' Association 
said yesterday. 

Keith Selby, chairman of 
the association, which repre- 
sents the London-based 
insurance companies mar- 
ket, said current prices were 
unsustainable. But be did 
not rule out the prospect of 
further reductions “in a mar- 
ket still dominated by mar- 
ket share and business 
acquisition thinking and 
motivation”. 

Price reductions gathered 
momentum in the final quar- 
ter of 1997, when most major 
risk renewals are negotiated. 
failing 15 per cent on aver- 
age. 


The expected cost of major 
hull losses affecting western- 
built aircraft in 1997 is 
$600m. in line with the aver- 
age for the decade. Fatalities 
were down from a record 
1,306 in 1996 to 630. 

The first half of 1997 saw 
an exceptionally low level of 
major accidents, but the sec- 
ond half was marred by 
seven crashes within 12 
days. The most significant 
was the Boeing 747-300 of 
Korean Air which crashed 
wiling 288 people. In Septem- 
ber an Airbus A300 operated 
by Garuda Indonesia crashed 
killing 234 people. 

Mr Selby said rates could 
eventually be raised by 
changes in liability. Airlines 
are voluntarily taking steps 
to waive the 1929 Warsaw 
Convention principle of lim- 
ited liability, which will 
increase the cost of claims. 


By Alice Rawsthora in London 


Chris Smith, chief minister 
for culture, will today unveil 
proposals to introduce a levy 
on the turnover of film com- 
panies operating in the UK 
to finance an industry-wide 

tr aining initia tive. 

The levy plan, which is 
among the recommendations 
of the Film Policy Review 
Group set up by Mr Smith 
last summer as part of the 
government's efforts to stim- 
ulate film and other creative 
industries, could prove 
highly controversial within 
the film business. 

Detailed proposals have 
yet to be finalised. However, 
it is understood that the gov- 
ernment hopes to persuade 
the I TV companies and 
British-based subsidiaries of 
the Hollywood movie studios 
to pay the levy, equivalent 


to roughly 1 per cent of film- 
related turnover, as well UK 
film producers. ITV is the 
main commercial ter r e s trial 
television rival to the BBC. 

The Film Policy Review 
Group, composed of industry 
executives and co-chaired by 
Tom Clarke, the fiin> minis- 
ter, rejected early sugges- 
tions of making contribu- 
tions obligatory. Instead, 
they are believed to have 
opted for a voluntary pay- 
ment system, although com- 
panies refusing to partici- 
pate could be excluded from 
applying for National Lot- 
tery subsidies and other 
forms of public sector 
funding. 

Proceeds from the levy 
will be used to fund a train- 
ing programme intended to 
upgrade the skills of the UK 
film industry's existing 
w o rk for ce, and to train new 


recruits. It is expected to 
include scriptwriters, pro- 
duction executives and film 
technicians. 

Mr Smith regards the Film 
Policy Review as the centre- 
piece of Labour's attempts to 
sustain the film Industry’s 
recent revival. Investment in 
UK film production has risen 
from £169m (*282m) in 1992 
to last year, according 
to Screen Finance, the FT 
newsletter. 

The government is con- 
vinced that the industry can 
expand further. Cinema 
admissions soared from 54m 
in 1984 to 139.5m last year, 
and over 1,000 new cinema 
screens were built in the 
same period. 

A study by Dodona, the 
research consultancy, pre- 
dicts that the number of 
screens will rise from 2^56 
in 1997 to 3,150 in 2002. 


HIGHER EDUCATION FORMER UNIVERSITY OF CALIFORNIA CHANCELLOR ATTA CKS GOVERNMENTS RULING ON STUDENT FEES 

Oxford ‘set to drop out of world league’ 


Applications only marginally lower 

A fall in applications for places 


By Nicholas Timmins, 
Public Pofrcy Editor 


Oxford University is poised 
to become a second division 
research university which 
will have "forfeited its inter- 
national reputation for 
undergraduate education", 
Dr Robert Stevens, master of 
the university’s Pembroke 
College, warned yesterday. ■ 
The loss of much of the 
college fee and the bar on 
Oxford or its colleges charg- 
ing top-up fees means Oxford 
“will not be playing in the 
world league,” said Dr Ste- 
vens, a former historian of 
higher education, former 
professor of law at Yale and 
former chancellor of the Uni- 
versity of California, 

For the first time, students 
at British universities are to 
be charged a means-tested 
tuition fee of £1,000 ($1,670) 
from September, with living 
costs covered by loans and 


at UK universities from students 
in south-east Asia following 
economic turbulence there has 
helped to pull total applications 
for undergraduate courses from 
all areas Including the UK down 
by 02 per cent so far this year, 
Itichotas Timmins writes. 
There has atec been a sharp 
drop rn applications from the 
Republic of Ireland where tuftkxi 
foes have been abolished just 


not grants. The government 
has barred universities from 
charging additional fees. 

Dr Stevens' fierce criticism 
that Britain and the Labour 
government appear to have 
decided that "world class 
universities are an embar- 
rassment” and that Oxford is 


from UK school leavers are 
ruining ahead of last year's 
figures In spite of the arrival tWs 
September of means-tested 
tuition fees, according to latest 
figures from the University and 
Colleges Admission Service. 

Tony Higgins, chief executive 
of UCAS, said the real test will 
be the numbers who actually 
enter university. 

He said that a lot of students 
would be applying “to make 
sure they keep their options 
open". 


“dearly not part of Cool Bri- 
tannia" was made all the 
more stinging by being deliv- 
ered In Washington to Amer- 
ica's Association of Univer- 
sity A dmini strators. 

The ultimate fate of 
Oxford colleges, he said, 
would be becoming "glori- 


as Britain is introducing them. 
Nevertheless, applications 


fied dormitories" to the uni- 
versity, which, “while 
remaining the best of 
England’s universities, will 
not be playing in the world 
league". 

There is a further danger 
that if top-up fees re main 
banned - the government 
has said it will cut the 
grants of universities that 
introduce such fees - and 
the government “continues 
to over-regulate universities 
and run them on the cheap", 
then "they will follow the 
German and French univer- 
sities into a state of serious, 
and perhaps terminal, 
decline". 

The decision to bar addi- 
tional fees has cut off 
Oxford's - “and ultimately 
the whole of higher educa- 
tion's" lifeline. Dr Stevens 
said. The British, he said, 
stiH see higher education as 
a state-provided public good, 
in effect “the last national- 


ised industry", and are reluc- 
tant endowment donors. 

Dr Stevens, an Oxford 
graduate who has spent 
most of his working life in 
the US, heads one of 
Oxford's poorest colleges. He 
said Harvard's endowment is 
$llbn, while Oxford's is 
$2bn, much of it used to sub- 
sidise undergraduate living. 

Its grants from all sources, 
including foundations and 
industry, are roughly 15 per 
cent of Harvard’s, yet Har- 
vard charges students 
$30,000, heavily discounted 
to ensure that poorer stu- 
dents could attend. 

“Oxford is already hanging 
on by its fingertips in claim- 
ing to be an international 
university," he said. Its 
future is that “it will be a 
second division research uni , 
versity and will have for- 
feited its international repu- 
tation for undergraduate 
education." 


Rebuff 
feared on 

1939-45 

asset 

claims 

By Simon Buckby, 

Social Affairs C o rresp on dent 


The government is expected 
to refuse compensation to 
the 25,000 companies and 
individuals who have not 
been given back assets con- 
fiscated by Britain during 
the second world war. 

Assets in the UK worth an 
estimated £600m ($lbn> at 
today's prices - about £40m 
at those of 1939 - were confis- 
cated from investors from 
forma* enemy countries and 
Poland. Many were victims 
of the Nazis. 

Lord Janner, of 

the Holocaust Educational 
Trust, said last night- “Every 
indication we’ve received is 
that the government is not 
going to give back to Jewish 
and. non-Jewish survivors 
the money it took. 

“There is no honourable 
justification for this course 
of action. It is disgraceful. 
No other country has 
refused to make restitution. 
Britain will be shamed. 
There will be a national and 
international outcry if they 
go ahead with this policy." 

Ministers said yesterday 
they would publish on Fri- 
day next week a report 
detailing the history of 
Britain's handling of prop- 
erty owned by nationals of 
enemy countries. 

A fall list of the 25,000 
companies and individuals is 
also expected to be published 
in April Lord .T ann er has 
called for a procedure to be 
established to enable victims 
or their heirs to make com- 
pensation claims . 

Under the 1939 Trading 
with the Enemy Act, all 
assets invested in Britain by 
enemy nationals, incl udin g 
victims of the Nazis, were 
seized by the Custodian of 
Enemy Property, 

Investors from Germany, 
Hungary, Romania and Bui- 1 
garia could get money back 1 
after the war only by provid- ; 
ing evidence they had been 
victims of the Nazis. 

For many that was impos- 
sible. More than a third of 
claims were rejected because i 
of insufficient proof. 

Many other accounts and 
assets were not claimed, 
often because of the death of 
the owner and ignorance by 
heirs that money bad been 
Invested in Britain. 

It is believed the report 
next week will show the UK 
government used the nn- 
ret umed assets to repay 
British companies owed 
money from before the war. 

Bant accounts of nation- 
als from other countries 
occupied by Germany, 
including France, Italy, Aus- 
tria, Greece and the Benelux, 
were unfrozen after the war. 
Up to £35m at 1939 prices 
was unclaimed. 



AFTERMATH OF BCCI CLOSURE 


Liquidators’ $800m claims 
against firm struck out 

A London Judge yesterday struck out claims totalling $800m 
brought against Ernst & WWnney, the accountants now part of 
Ernst & Young, by the liquidators of the Bank of Credit and Com- 
merce International Luxembourg (Holdings). The ruling leaves the 
liquidators claiming a total of $2.6bn from the accountancy firm 
which audited the bank's accounts before its collapse. 

Christopher Morris, one of the BCCI liquidators. said the ruling 
was “ disappointing*. However, ho said the liquidators would 
mount an a ppeal against the decision as It did on a previous 
occasion Involving another BCCI company. In February this year, 
the Court of Appeal overturned a similar ruling by the same 
judge, Mr Justice Laddie, In which he struck out claims for some 
Sl.Sbn against the firm. The Court of Appeal reinstated the claims 
brought by BCCI (Overseas Ltd). John Mason, London 


POSTAL SERVICE 


Airmail rates to be harmonised 

Airmail postage rates from the UK to other European countries 
are to be harmonised next month, the UK Post Office announced 
yesterday. The price of sending an air letter from the UK to 
another European Union state will rise from 26 pence (43c) to 30 
pence. Postage to European destinations outside the EU will fall 
from 31 pence to 30 pence. Introducing a standard rate across 
Europe tor the first time. Prices for other international airmail and 
for domestic letters win not change. 

The need for greater commercial freedom in the state- 
controlled Post Office became 'more critical every day” as the 
communicatiohs market was invaded by new competitors and 
reshaped by new technology, said Neville Bain, the Post Office 
chairman. Abm Pike, London 


QREDn CARDS 


Visa holders spend 28% more 

Plastic credit and debit cards are taking an Increasing share of 
payments, with Visa cardholders fitting their UK spending last 
year by 28 percent to £97.8bn ($163. 32 bn), equal to dim an 
hour. Spending on Visa credit cards climbed 19 per cent to 
£3&2bn, while debit card spending rose an even faster 37.2 per 
cent to £52.1 bn. 

Hans van der Velde, president of Visa Europe, sad the results 
defied views that the UK market was mature, cards still account- 
ing for only 15 per cent of personal consumer expenditure. The 
UK is Visa’s biggest European market - card numbers rose last 
year to almost 45m. Christopher Brown-Humes, London 


CONSERVATIVE PARTY 

Eurosceptics threaten to resign 

Senior me mb ers of the opposition Conservative party have 
warned of “bedlam” if Wfifiam Hague, John Major’s successor as 
leader, softens his party’s line of ruling out British membership of 
the single European currency for 10 years. Amid reports last 
week that party managers are preparing to remove the time Emit 
on Britain's exclusion, while abandoning plans to hold a national 
ballot of all Conservatives on the issue, senior Eurosceptics have 
Indicated they would resign from the shadow cabinet If the poficy 
stance was watered down. 

Eurosceptic Conservatives have reacted strongly to reports that 
Mr Hague, in an attempt to unite his party before next year's 
Eur op e an elections, is considering a policy which rules out eco- 
nomic and monetary union unless a series of stringent economic 
and political criteria have been met While the Conservative lead- 
ership denies a change of heart, many pro-European Union party 
members and Conservative members of the European parliament 
have been urging Mr Hague to adopt a warmer approach to the 
single currency. Uam Haflgan, London 


INVESTMENT IN SCOTLAND 


$45m boost from US company 

Seagate Technology, the US dbc drive company. Is Investing a 
further £27m ($45m) in its mi crochip plant at Livingston near 
Ednburgh. The Investment wffl lead to the creation of 100 jobs, 
bringing employment to 375 over two years. The plant designs 
and manufactures semiconductors used In Seagate's disc drives 
made in the US and Asia James Buxton, Edfoburgh 



Look what makes investments 
and businesses tick in 


Bahrain 

Sf 100% foreign ownership of business 
gf No personal, corporals or withholding taxes 
gf Free movement of capital 


To find out more, contact Robin Marriott, P.0. Boat 11299, 
Manama, Bahrain, Arabian Gulf. Or fax (+973 531117) or 
visit our website on http://www.bpmb.com 
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New World 
UNIX and NT. Best 
on the World 

Siemens Nixdorf has again demonstrated its tech- 
nology leadership with a new world benchmark 
record for mixed UNIX® and NT configurations, in 
addition to more than 1,400 successful SAP® R/3® 
projects worldwide. In a comparative analysis 
conducted according to SAP standards, the 
RM600 UNIX Enterprise Server and the PRIMERGY 
Windows NT Server achieved top ranking. 
Support for 5,000 SO users was the best bench- 
mark result posted for mixed R/3 configurations 
with both UNIX and NT. Price-conscious R/3 
users will also be happy to hear that the test con- 
figuration delivered a price/performance ratio 
which far surpassed all other high-end UNIX con- 
figurations by a wide margin. This means that 
Siemens Nixdorf offers R/3 users the best possible 
computing power and economy available on the 
market today, along with all the benefits provided 
by mixed NT and UNIX configurations. 

Freephone: 008 000 110 9798, Fax (449) 52 51/81 1418 

R/3 Database Samar RM&00 E60 UHHX Enterprise Server 

R/3 Application Servers..... 36 PRIMERGY 560 NT Servers 
12 RM 400 C9Q UNIX Servers 

SD Benchmark Users 54)00 

Average Response Torn: 1.98 seconds 

Thrg&gfaput .. ..,.2*4)30 SAPS 

15024)00 dialog sfeps/hoor 
5014)00 order line tents/honr 

Certified by SAP AG, VMM 
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MANAGEMENT & TECHNOLOGY 


— !H j 0HN BRENNAN, CH AIRMAN OF VANGUARD GROUP 


A custodian of offbeat tactics 

John Anthers meets the chairman of the fast-growing and unusual US fund management company 


1 No fund manager is 
taking in money 
quicker than the 
Vanguard Group, in the past 
12 months it has sucked in 
new funds faster than heavy- 
weights such as Fidelity 
Investments and Merrill 
Lynch. 

Ask John Brennan, Van- 
guard’s new chairma n how 
it will keep the pace up. and 
be replies with the simple 
business logic that Van- 
guard has used to reach its 
present position: "Wherever, 
and whenever, we win do it 
cheaper than anyone else." 

Mr Brennan, who became 
chairman last month after 
taking over as president in 
1989 and chief executive last 
year, is espousing the simple 
selling proposition that has 
seen his group’s funds under 
management reach S370bn. 
Vanguard sells only direct to 
customers, and pays no com- 
mission to intermediaries. 

Mr Brennan's sales pitch 
is in line with Vanguard's 
corporate culture, which he 
describes as “Quakerish". 
Based in Philadelphia, a city 
founded on the Quaker phi- 
losophy. the group has, for 
example, no executive dining 
rooms. John Bogle, its 
founder and Mr Brennan's 

TECHNOLOGY ARENAS 


predecessor, still has an 
office in the building and is 
often seen arguing with 
younger staff over lunch. 

Mr Brennan, an intense 43- 
year-old Bostonian likely to 
be a dominant figure In the 
industry for a generation, 
has inherited Mr Bogle's 
forthright style. He is an 
assertive chief executive 
who does not suffer fools 
gladly. 

After an Ivy League aca- 
demic career at Dartmouth 
and Harvard Business 
School, Mr Brennan was 


Nelson's fleet at the Battle of 
the Nile. Nobody ever refers 
to employees: Mr Brennan 
talks of "fellow crew mem- 
bers". 

If the corporate culture is 
a little offbeat, so are the 
company's tactics. Van- 
guard, for instance, never 
advertises on television. It 
even refuses to quote past 
investment performance fig- 
ures in advertising, saying 
this would be misleading. 
Instead, it tells investors 
about its low management 
costs. 


The company itself is named after a 
ship in Nelson’s fleet. No one 
refers to employees: Mr Brennan talks 
of *fellpw crew members’ 


first recruited as an assis- 
tant to the chief executive in 
1982. 

He has been bequeathed a 
strong corporate culture. His 
predecessor's interest in 
naval history is evident 
throughout Vanguard's neat 
corporate campus in tbe 
leafy suburbs of Philadel- 
phia. Each main building, 
and the company itself, is 
named after a ship in 


Turfing out an 
old design 

Simon Inglis looks at one of the world's 
most technologically advanced stadiums 



Most people in 
| Arnhem thought 
I Karel Aalbers. presi- 
dent of the local soccer club, 
Vitesse, was crazy when 11 
yeans ago he launched plans 
for one of the world's most 
technologically advanced 
stadiums. He had only 
recently rescued Vitesse 
from near bankruptcy at the 
foot of the Dutch Second 
Division. Attendances were 
only 3,000. 

Anxious to find additional 
sources of revenue. Mr Aal- 
bers decided that for a new 
stadium to pay, it would 
have to be more than just a 
football ground. 

He thus proposed a 
retractable roof and, ini- 
tially, a “demountable” floor 
to cover tbe pitch, so that 
the venue could operate as 
both a conventional stadium 
and an indoor arena. This, 
argued Mr Aalbers, was the 
logical way to achieve the 
ultimate goal of most facility 
operators in the sport and 
leisure sector: a multi- 
functional b uilding for use 
all year round. 

But if Mr Aalbers’s con- 
cept was more or less dis- 
missed in 1987. the long- 
awaited $72m Gelredome - 
to be inaugurated in front of 
a crowd of 26,800 tonight - is 
more advanced than even he 
expected. 

The Gelredome has a 
retractable roof. But its truly 
remarkable feature is the 
pitch, which slides in and 
out of the building on a sin- 
gle concrete slab weighing 
almost 11,500 tonnes. Only 
when Vitesse are playing 
will the pitch be moved 
inside, through a gap under 
mnp stand. Hie rest of the 
year it wiD live outside, to be 
maintained just like any out- 
door pitch. 

For the future of stadium 
design, the consequences of 
thin breakthrough could be 
enormous. Firstly, the pitch 
at Europe’s only other sta- 
dium with a retractable roof 
in nearby Amsterdam, has 
had to be replaced three 
times since 1996, owing, it is 
thought, to a lack of natural 
light and ventilation. 

By allowing the pitch to 
live outside, Vitesse fans 
gain both a good surface for 
their team and the option of 
watching soccer with the 
roof open or closed. 

But more important are 
the potential economic bene- 
fits. At conventional stadi- 
ums, events such as concerts 
are mainly limited to the 
summer, owing not only to 
the weather but to the long 
set-up times required and 
the need to protect the turf 
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In North America and 
Japan, where artificial 
pitdies are common, this is 
less of a problem. But for 
soccer, the use of synthetic 
turf is forbidden. As a result, 
some stadiums, such as 
Wembley in London, have 
developed a pitch cover for 
concerts. 

Arnhem's system, priced 
at about $5.8m,costs roughly 
five times more than a con- 
ventional pitch and cover 
combined. But Mr Aalbers 
says it takes only 8V* hours 
to move into position, needs 
only three staff, and uses 
less than $2,500 in energy 
costs per movement 

The system's appeal is also 
its simplicity. The first 
attempt to take turf in and 
out of a stadium was at the 
Pontiac Silverdome. near 
Detroit for the 1994 World 
Cup. when the pitch was laid 
on 2,000 interlocking trays. 

Various US and European 
companies set about 
researching more efficient 
methods of moving turf, 
either on pallets or on sev- 
eral large slabs. Then one 
day, while toying with a 
matchbox. Mr Aalbers won- 
dered if a pitch could be 
moved in one unit Designer 
Herman Bomer of Hol- 
landsche Beton Maatschap- 
pij, the Dutch building com- 
pany, studied various ways 
to do this, including floating 
tbe pitch on water or mov- 
ing it on wheels, rails or 
even small hover units. How- 
ever, a group of residents 
had to be assured that any 
pitch movement would not 
be noisy. 

Eventually the DNO. a 
research institution in Delft, 
suggested sliding the pitch 
on Teflon pads, a near silent 
method of moving compo- 
nents already used in the 
Bremen shipyards. 

Having proved that the 
system works, the Gelre- 
dome's next challenge con- 
cerns the number of events 
it can attract to justify the 
outlay. So far four sell- 
out concerts by the Spice 
Girls and the Back Street 
Boys, followed by the opera 
Aida, are scheduled in the 
next two months. But even if 
long-term earnings do not 
meet expectations, other 
developers are likely to be 
seduced by the idea. 

Mr Aalbers says that by 
tbe time Arnhem is one of 
the host cities for the Euro- 
pean Championships in 2000, 
someone is bound to have 
improved on his prototype. 
But he can still claim to 
have been the first, which 
makes him not so crazy after 
all 



Coated steel 


Its most popular fund, the 
S&P 500, flouts orthodoxy by 
not attempting to outper- 
form the index, merely to 
match it. Last year, as 
money poured in while the 
market boomed, the com- 
pany even sent its investors 
a document warning of tbe 
risks of a bear market 
Many competitors see Van- 
guard as deliberately per- 
verse. Mr Brennan describes 


critics as "emotional but not 
rational". 

Actions speak founder 
than words. For the past two 
years. Vanguard has led 
sales for the US mutual fund 
industry, which is booming 
on the back of the bull mar- 
ket in equities, and on the 
post-war “baby boom" gener- 
ation saving for retirement 
Last year, the long-term 
assets (equities and bonds) it 
controls rose 41 per cent 
while the industry as a 
whole grew 28 per cent. 

The big challenge now, 
says Mr Brennan, is to prove 
that Vanguard's strategy 
goes beyond the “low-cost 
value-for-money” market 
niche. “We think we have 
the high-value niche now, 
and we aren't going to 
change our strategy to get 
other niches,” he says. “We 
think the intelligent investor 
will focus more and mare on 
cost, convenience and ser- 
vice." 

Vanguard Is pushing for 
expansion, mostly in tbe US 
where it still has less than 10 
per cent of the market It has 
also experimented with 
building an operation in 
Australia, primarily offering 
corporate pension funds. 
It is actively exploring 


Bimifar options in Europe. 

Mr Brennan accepts that 
his company must do more 
for private cheats. “We need 
to expand our brokerage ser- 
vices. You can't buy and sell 
our funds on the Web yet 
And that could be a vital 
asset for us in the future." 

Most tricky, given Van- 
guard's transaction-only 
strategy, is Mr Brennan's 
desire to expand the advice 
the company offers. This wIQ 
cost money. “The key thing 
Is to provide services that 
are comparable or better at 
prices that are half or less 
what others are charging." 

He suggests that Van- 
guard's administrative costs, 
the cheapest in the industry, 
may be low enough to allow 
this. This raises the question 
of its capital structure. 
Uniquely among US fund 
managers, the central com- 
pany is owned by its mutual 
funds. Any profit should 
thus be returned to share- 
holders, in a style reminis- 
cent of a traditional mutual 
life assurance company. 

Rivals question whether 
Vanguard can grow without 
accessing capital, and 
whether it will be able to 
give good employees suffi- 
cient incentives to stay on 



board. Mr Brennan winces at 
the suggestion that tbe com- 
pany might one day be 
bought by a bank. 

“We have all the capital 
we need." he says. “This 
isn’t a business where you 


are building a chip plant, 
maybe for a billion dollars. 
Our capital is our people. 

“Frankly, we are finan- 
cially advantaged because 
we ca n make judgments on a 
longer-term outlook. We 


don't have to run our busi- 
ness around the myopic 
issues of the quarterly earn- 
ings report. Our structure 
means everything we do 
must be in the interests of 
shareholders." 
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tj'fow U S WEST International is also 
known as MediaOne International. 
And now there's another name for innovation 
in telecoms in Europe and Asia. 

In the UK, we introduced the world's first 
PCN wireless service and the world's first 
combined cable telephone service. We're 
the same company that launched the first 


and now the largest analog and digital 
wireless services in Central Europe. And we've 
introduced cable telephone services in five 
international markets, including the world's 
most highly penetrated cable markets. 

So if you're looking for a new model hr 
success in international telecoms, look to the 
one company with two names. 
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Research shows that to a business class passenger 


on a long-haul flight, the comfort of sealing is the single 


most important thing. 


Paul Taylor checks out the latest batch ot 
cheaper and easier to use computers 


P When Apple Computer 
finally pulled the plug on 
its Newton handheld organ- 
iser last month, it marked both the 
end of an era and the dawn of a 
new one. 

The Newton, launched in 1992 
amid a fanfare of publicity as the 
first "personal digital assistant" 
was supposed to revolutionise the 
lives of its users. But while New- 
ton. like other Apple machines, 
won the support of a small but 
fiercely loyal band of users, it was 
never a commercial success. 

The $1,150 device - re-christened 
the Message Pad 2100 in its latest 
guise - was one of the last survi- 
vors of the first generation of 
handheld computers launched in 
the early I99Cis on a wave of opti- 
mism an d marketing hype. 

Ironically, Newton’s demise 
comes as a new batch of cheaper, 
easier to use and more powerful 
handheld computers has arrived on 
the market - many of which were 
on display at the CeBIT informa- 
tion technology trade show in Han- 
over last week. 

These range from full-function 
computers such as Psion's Series 5 
awH machines built around Micro- 
soft's Windows CE operating sys- 
tem designed to replace notebook 
PCs, to 3Com's pen-driven Palm- 
Pilot - which sold lm units last 
year - and Franklin's credit-card 
sized Rolodex Rex. 

Other machines such as Nokia's 
pioneering Communicator 9000 and 
Sharp’s MC-Gl - launched at the 
CeBIT show - blur the distinction 
between handheld PCs and porta- 


ble telephones by combining both 
functions in one unit. 

The potential impact of this 
flurry of activity in the handheld 
PC market is evident in figures 
from International Data Corpora- 
tion. the market research group. 
From an estimated 3m handheld 
units shipped worldwide in 1997, 
IDC forecasts a jump to 13m a year 
in 2001. 

“The growth of the handheld 
computing market is being driven 
by the trans forma tioo of the corpo- 
rate environment into an extended, 
virtual enterprise - supported by a 
highly mobile, geographically dis- 
persed workforce requiring fast, 
easy remote access to networked 
resources and electronic communi- 
cations." says 3Com. 

Several other factors help 
explain the renewed interest in the 
handheld market. These include: 

• End-user demand. Both consum- 
ers and corporate buyers have 
become much more sophisticated 
in terms of their technology buying 
habits and more ready to accept 
the compromises required to 
squeeze computing power into the 
size of a cigarette packet 

• Technology. Advances in micro- 
processor design and silicon inte- 
gration have increased the power 
and functionality of the second 
generation of handheld PCs, while 
reducing their cost. 

The latest handheld PCs are typi- 
cally powered by Rise (reduced 
instruction set computing) chips 
from Cambridge-based Advanced 
Research Machines. Mips, the Sili- 
con Graphics subsidiary', or Japa- 



nese chipmakers such as Hitachi 
and NEC. 

These microprocessors combine 
high performance with the low 
power consumption vital for 
handheld devices. Meanwhile, the 
falling price of liquid crystal dis- 
plays and memory in particular 
have enabled manufacturers to 
build much lower cost devices. 

• Market segmentation. Early 
handheld computer vendors 
attempted to persuade users that 
their machines could “do every- 
thing”. The trend today however, 
is to build manhfrwR that answer 
specific user requirements and 
address much smaller market seg- 
ments. 

This has resulted in the rapid 
fragmentation of the market and 
proliferation of different types of 
devices. The devices available fit 
Into several distinct groups. 


The first group of handheld PCs 
comprises machines that seek to 
replicate most of the functions of a 
desktop PC in a portable package 
small enough to fit in a (large) 
pocket. 

This category includes the Psion 
and Windows CE machines. In 
both cases , the machines include 
software that enables the asm* to 
t ransf er frigs to and from a desktop 
using a serial cable. While the 
Psion machine wins plaudits for its 
ease of use, k eyboar d and battery 
life, the CE machines have 
undoubtably helped “legitimise’* 

- t.hp handheld ^ wwpn tiwg 1 market. 

Microsoft has also licenced the 
CE operating system for use in 
so-called Palm PCs. These 
machines, which have just begun 
to appear on the market from com- 
panies Hite Casio, are. around -the 
size of a pack of playing cards and 


have no key warn- 
Apple Newton, the device con- 
trolled using a plasti c stylus ana 
touch-sensitive screen. . 

They will compete directly wto 
the highly successful palmraat. 
the latest version of which was 
launched at CeBIT. 3Com’a Pata- 
Pllot does' not "pretend to hare,tne • 
same computing abilitie s- aa the - 
PSion or CE mac h i nes . Instead- lta., 
emphasis is on its light weitfit, 
ease of use and dose integration 
with desktop data. 

“The Palm TS [the latest version 
of the PaJmPfkrt] is positioned as., 
an extention of your PC. n ot as a 
replacement," says Marc Bercom, 
vice-president of 3Com’s Palm 

Computing unit - 

Delivering wireless connectivity 
to handheld devices is still a n area 
of division within the nascent * 
handheld market While comp a nie s 
like Psion and 3Com have chosen 
to aidless this by pro viding either 
add-on devices, or software, and. 
cables to link to separate. moWte 
telephones, other companie s hav e 
sought to integrate mobile comma- 
nications into their handheld 
devices. Understandably, the lead- 
ers in this field have coroe from the 
telecommunications sector rather 
than the PC industry. 

The final segment of the hand- 
held market consists of devices 
gutfti as Franklin's Rex3 which was 
also launched in Europe at CeBIT 
hut w hich has been a huge and 
surprising success in the US since 
it was Introduced in November. 

The Rex is designed to fit into a 
standard PC Card slot on a porta- 
ble PC or a docking station con- 
nected to a desktop and has no 
separate input facility - It relies 
entirely on its host computer to 
download information. 

While its seems likely that the 
handheld computing market will 
see consolidation, the wide range 
of devices available appears to indi- 
cate that the future of portable 
computing lies in products 
designed to serve particular niches. 

It may yet turn out that Apple’s 
Newton was simply ahead of its 
time. 
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Myth of critical mass 


Size may not always reflect share of 
output, say John Kay and Leslie Hannah 


in Companies which 
1^3 think that being 
lital large is essential for 
success in the 21 st century 
may have their beliefs 
shaken if they examine the 
fate of companies that 
thought the same thing a too 
years ago, the first article in 
this series showed yesterday. 

USX. once the largest com- 
pany in the world, functions 
today in the shadow of firms 
20 times its size. J&P Coats, 
once Britain's leading manu- 
facturing company. Is now 
one element of a mid-cap 
company. P ullman - the 
railroad giant - is only a 
memory. Anaconda, once the 
world’s greatest minerals 
producer, was long ago 
absorbed by a larger rival 

Despite beliefs about the 
inevitability of size and con- 
centration, and vigorous 
efforts to make these beliefs 
come true, the share of large 
companies in total output is 
not going up. This is the 
focus of our second article. 

The figures in the table 
below provide the best and 
most recent evidence avail- 
able - which itself says a lot 
about the relative impor- 
tance of opinion and infor- 
mation in business strategy. 
The picture, at least as far as 
manufacturing is concerned, 
is that the share of large 
companies in total output 
increased until about the 
1970s, particularly in Britain 
and the US, then stopped. 

These figures relate to 
manufacturing as a whole: 
but the results are generally 
reproduced at the level of 
individual industries. One 
study of about 50 industrial 
sectors in the 1980s, for 
example, showed that, on 
average, concentration had 
declined and the largest 
company had lost about 5 
per cent of its market share. 

While manufacturing data 
are better and easier to 
interpret than any we have 
far other sectors, they seem 
representative of a wider pic- 
ture. In banking, the 10 larg- 
est banks in the world have 
accounted far 20-25 per rent 
of total deposits and total 
lending for as long as data 
are available. 

The 10 largest banks are 
have varied a lot, however. 
They used mostly to be Britr 


And yet these passengers rarely choose an airline for 


its seat. If they dkl, theyti all be flying JAL 


Our unrivalled design gives you thB highest possible 


ish and American, then 
French and Japanese hanks 
entered the picture, then the 
emphasis switched to East 
Asia, and, if you did the cal- 
culation today. German and 
Swiss institutions would fea- 
ture strongly. 

Anyone who thinks size is 
the key to success in bank- 
ing should recall that, 
within living memory. Mid- 
land Bank was the largest In 
the world. The recurrent pat- 
tern is that banks grow 
quickly by diversification, 
acquisition or foolisbing 
lending and then shrink 
again when the conse- 
quences become apparent 

There are Industries where 
concentration has increased 
- like accounting. These are 
offset by others - like auto- 
mobiles - where it has 
fallen. You may be surprised 
by automobiles, the industry 
most people use to illustrate 
the importance of size and 
scale. But the high point of 
concentration in the car 


A peak in the 70s 
PercorfeoB share of the largest 100 
manufacturing companies in 
mpnuhdutag net output 
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17 
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industry was in the 1950s, 
when. GM. Ford and Chrysler 
produced almost all the cars 
in America and more than 
half the cars in the world. 
Since then, there has been a 
steady stream of entrants to 
the automobile industry. 

There are still economies 
of scale in the auto industry. 
But as incomes have risen 
and as car prices have fallen 
relative to other goods, 
cheapness has become less 
important. Consumers have 
been willing to pay for differ- 
entiation. Modern manufac- 
turing methods have cut the 
cost of providing it. Henry 
Ford once dominated the US 
car industry with his stan- 
dardised model T. Then Ford 
lost market leadership to 
General Motors. Globalisa- 
tion, far from increasing the 
dominance of GM, gave mar- 


ket opportunities for smaller 
companies and entrants. 

When cars were invented, 
there were hundreds of tiny 
manufacturers. Most fell by 
the wayside. Production 
focused on a limited number 
of companies and types. As 
the market matured, differ- 
entiation again became more 
important, which is why so 
many companies survive. 

That is a common pattern 
In business history. It 
seemed a few Italian compa- 
nies reaping large economies 
of scale would dominate the 
European domestic appli- 
ance market But ultimately 
they failed. Over time cheap- 
ness mattered less, consum- 
ers were choosier about the 
models they wanted, and 
flexible manufacturing made 
it cheaper to give them what 
they wanted. We see the 
same thing happening in 
computers and many other 
businesses today. 

But there is no common 
trend - to size, globalisation, 
or anything else in indus- 
trial evolution. Across the 
economy as a whole, there is 
no general tendency for con- 
centration to rise or to fall. 

Within these overall pat- 
terns, however, the rankings i 
of the leading companies 
change frequently under the 
influence of competition. I 
Today's leading tobacco 
company (Philip Morris) 
hardly existed in 1912, while 
the leading tobacco company 
of 1912 (American Brands) 
has now left the business: 
the title of the world's lead- 
ing Twnit has changed hands 
at least six times in the same 
period. 

If there is a general story 
it is that there is no general 
story, and that woolly asser- 
tions about critical mass, 
and the inevitability of 
global concentration contrib- 
ute less than nothing to our 
understanding of how the 
business environment 
evolves. That depends an 
appreciation of the specifics 
of particular Industries. 
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The silent valley 


High-tech industry must bridge the cultural 
guff that divides it from US legislators 


John Kay is the Peter Moores 
Director of the Said Business 
School at Oxford University 
and a director London Eco- 
nomics. Leslie Hannah is 
dean of London's City Uni- 
versity Business School. This 
is the second of three articles: 
the third will appear shortly 
in the FT. 


standard of luxury and comfort After all. It's our 


business to ensure that you arrive in the perfect state of 


mind for yours. 


For flight bookings or more information call your 


local JAL office or contact your travel agent 
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A BETTER APPROACH TO BUSINESS 



Car assembly in its Infancy: the first British Ford Model Ts at Trafford Park, Manchester in 1911 


Some people inflate their 
resumes by adding degrees 
or exaggerating their 
achievements. Keith Raffed 
does the opposite. He leaves 
out the fact that he earned a 
law degree and worked in 
Washington DC as counsel 
to the Senate Intelligence 
Committee before starting a 
second career in technology. 

As chief executive of 
Upshot, a Silicon Valley 
software start-up that has 
developed a web-based sales 
support system, he says . 
some of his qualifications 
are not much admired in the 
world of high technology. Mr 
RaffeTs confession struck me 
as farther proof - as if any 
were needed in the wake of 
Bill Gates’ testimony before 
the Senate Judiciary 
Committee - of the yawning 
cultural gap between the US 
capital and Silicon Valley. 

Almost dally. It seems, 
American legislators are 
speaking out on issues 
related to the high-tech 
industry - whether it is 
Microsoft's Windows 
monopoly, export 
restrictions on encryption, 
immigrant visas for 
engineers or internet 
censorship. The problem is 
that few politicians know 
much about the high-tech 
sector. And worse, few 
high-tech entrepreneurs take 
the time to figure out how 
Washington works or to 
offer their opinions to 
lawmakers. 

Indeed, some in Silicon 
Valley say politics is a 
distraction to be avoided. 
Take John Sculley, the 
farmer Apple chairman. He 
was honoured, with a seat 
next to Hillary Clinton 
during President Bill 
Clinton's first State of the 
Union address. A few 
months later he was ousted 
from Apple. Yet Washington 
and Silicon Valley have 
more in common than is 
generally recognised, says 
Mr RaffeL Both employ 
bright people who achieve 
positions of responsibility at 
a young age. In the Valley, 
entrepreneurs in their 20s 
are running businesses. In 
Washington, many of the 
“staffers” cm Capitol Hill are 
also very young. 

A more worrying 
similarity is the myopia of 
both groups. Washington is 
renowned for its “inside the 
Beltway” attitudes, but the 
Valley is no better. 
Washington may be obsessed 
with Monica Lewinsky, but 
here the gossip of technology 
alliances and rivalries is 
equally intense and remote . 
from real life. 

Washington may never 
change, bift the high-tech 
industry must if fll-infonned 


decisions are not to stifle its 
progress. As users or 
investors in technology, we 
should be pushing the sector 
toward greater political 
awareness. Ask the awkward 
questions. Where do you 
stand, Mr Gates, on. the 
future of internet 
governance? Why has 
Microsoft been silent on this 
issue? 


Talking of politics, the 
California legislature is 
considering a bill to 
eliminate or at least reduce 
spam - those annoying 
solicitations that 
masquerade as e-mails from 
friends. Spam accounts for 
an estimated 10 per cent of 
e-mail worldwide. It is the 
scourge of computer users 
and a mounting problem for 
internet service providers 
whose systems can be 
overwhelmed by mans 
maUing c 

Yet most efforts to outlaw 
junk e-mail have stepped 
into the dangerous waters of 
restraining free speech. The 

bill introduced in 
Sacramento this month 
appears to offer a practical 
solution. The bill 
(technically an aTnmrimwit 
to an earlier bill, AB 1629), 
co-authored by Jim 
Cunneen, the state 
assemblyman for much of 
Silicon Valley, focuses on 
trespass and forgery as the 
legal barriers to spam. 

It prohibits e-mail users 
from violating the policies 
established by an ISP. For 
example, if an ISP banned 
spam, it would be considered 
trespass to use that 
provider's facilities to send 
advertisements via e-mail. 
This gives ISPs ammunition 
for civil lawsuits. 

The bill also makes it a 
crime to use somebody else's 


don’t want to be bothered 
with negative responses, so 
the reply address on spam is 
typically falsified. When 
thousands of these messages 
move through an ISP's 
system, the results can be 
catastrophic. Recently, two 
-ISPs in California were 
temporarily shut down by 
spam and its responses. 

The California bill 
(wtmo.leginfb.ca.gov) would, 
in effect, give spammers a 
dose of their own medicine 
by requiring them to provide 
genuine reply addresses. It 
would also enable 
authorities to identify more 
easily people using email to 
promote fraudulent schemes. 
As Mr Cunneen points out, 
this bill puts ISPs back in 
control of their systems by 
enabling them to decide 
whether to allow spam. 
Internet users would be able 
to choose between a “no 
spam” ISP, or one that 


charges less as it is receiving 
fees from spammers. 
Lawmakers elsewhere would 
do well to look closely at the 
California bill 


In the meantime, Eric 
Al lma n, author of sendmail, 
a program used by many 
ISPs to route e-mail, has 
added antispam tools to the 
latest version, which 
automatically verifies return 
addresses before relaying 
messages. 

Sendmail has been used on 
the internet for nearly 20 
years but is largely 
unknown outside the 
tech nical mrnn-mwjf y 
because it is distributed 
without charge. In another 
sign of the changing culture 
of the internet, Mr Allman 
announced this month the 
formation of a company that 
will offer commercial 
versions of sendmail 
together with support 


domain name without thei ' 

permission if this caus« kicking 


permission if this causes 
disruption of their internet 
access. This strikes at the 
heart of the spammers’ 
trade. If you receive an 
e-mail promoting a dubious 
get-rich-quick scheme, for 
example, it will instruct you 
to contact the sender by 
Phone or to go to a website 
for more information. 
Instead, you might decide to 
reply via e-mail telling the 
sender you are not 
interested in such messages 
You may even have an 
antispam program that 
automatically fires off such a 
reply. Quite innocently, you 
will be contributing to the 
biggest problem created by 
spam: large volumes of reolv 

messages that bounce 

around the net in search of 
folse addresses. Spammers 


&vm two of the founders of 
Sun Microsystems. 


Looking for your own 
antispam tools? Try the zany 
uledudes website 


(imwfiledudes.com), which 
also provides link* to huge 
nnmbers of free software 
downloads ranging from 
movie viewers to 
submission hots". The 
latter appear to be ProeranK 
that send queries to 
automated search systems. 
At least, we hope they are. 


your views in the 
Eye discussion group 

AM flu, .. 


the FT website. 
(www.FT.com) or contact 
Lowse Kehoe by e-mail on. 
tanse@FT.com 
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SALEROOM A3iAN WEEK IN NEW YORK 

Sting in the 
tiger’s tail 


Antony Thomcroft 

explains why some 
buyers stayed at home 

This week New York goes Asian. 
With two international fairs 
devoted to Asian art, major exhibi- 
. tions at the leading oriental dealers 
and a succession of auctions at 
Sotheby's and Christie’s, every 
serious collector of Asian art will 
be in town. 

But compared to recent years, 
the atmosphere is uncer tain 
collap se o f the Asian economies 
last autumn has cast a cloud over 
certain sectors of what had been 
one of the most buoyant and 
exp anding sectors of the antiques 
trade. 

The collapse of the 
Asian economies has 
cast a cloud over 
what had been one of 
the most buoyant and 
expanding sectors of 
the antiques trade 

Although New York is the main 
market place for the traditionally 
strong American and European 
interest in Asian art. the appear- 
ance of Asian collectors in recent 
years who were prepared to trea- 
sure hunt in the US added froth to 
the week. Same, at least, of the 
Asian buyers will sit this one out. 

The change is shown most graph- 
ically in Korean works of art Eigh- 
teen mbnths ago. Christie's sold a 
rare 17th-century iron-decorated 
Korean “dragon” jar far $8.4m, a 
record for any Asian work of art 
This week in the auction rooms 
you will be hard pressed to find 
any Korean antiques for sale. The 
market, built on a few new Korean 
collectors, has collapsed. 

The same goes for the more eso- 
teric Japanese works of art, which 
are mainly bought by the Japa- 
nese, and for certain Chinese 
antiques, such as early jade. 


run-of-the-mill Tang horses, and 
unexceptional Ming and Qing por- 
celain. Buying such works of art is 
not currently uppermost in the 
zuinds of the rich Chinese of Hong 
Kong, Singapore. Taiwan and Jak- 
arta. 

Their caution is understandable 
when, on top of their shattered 
share prices and currencies, so 
much of early jade is faked; Tang 
horses and other tomb goods are 
being unearthed and smug gl ed out 
of China in vast quantities; and the 
best of Imperial Ming porcelain is 
already safely in muse ums . 

It is different in mainland Hhii-ia 

There the new wealthy will unex- 
pectedly bid wild prices for oriental 
artifacts at the fledgling Beijing 
auctions. As yet few from China 
venture to New York, but the 
imminent arrival of a new breed of 
Chinese collector, investing in the 
unrivalled art and antiques of their 
homeland, has sent a frisson of 
anticipation over ignored collecting 
areas, such as old and contempo- 
rary Chinese paintings, Chinese 
furniture, modern jade jewellery, 
and coins and stamps. Many in the 
antiques world are convinced that 
the fiiture is Chinese. 

Fortunately for the auction 
houses, while they wait for the 
financial dust to settle in Asia, 
they can rely on their American 
and European clients. In recent 
years many of these old Sinophiles 
have been forced out of the market 
by strong Asian bidding. This week 
they can pick over an eclectic 
range of Asian antiques, many 
with much reduced pstimatps 

While the Ming and Qing ceram- 
ics that dominated oriental auc- 
tions of the past are less promi- 
nent, rarified art forms have been 
dragged into the limelight, such as 
early paintings and calligraphy. 
Sotheby's has one of only two 
known paintings by Qin Chuji, 
who fought alongside Genghis 
Khan, estimated at up to $220,000, 
while Christie's has a handscroll 
containing the wood block print 
commissioned by the Tang 
Emperor. Zhaozong. in 897 to com- 
memorate the execution of a rebel- 
lious general. It could fetch 
$400,000. 




f 





Exceptional works have kept their value: Christie's is asking $250,000 tor this Tang Dynasty pottery stridtog camel 


Good archaic bronzes, which 
have been in western collections 
for up to a century, are stOl in 
demand. A vessel in the form of a 
bird at Christie's could make 
$500,000. while Sotheby’s has an 
unusually large ritual bronze ves- 
sel for around $300,000. An average 
Tang horse, recently dug up, might 
fetch $30,000, or even less today, as 
against $300,000 10 years ago, but 
exceptional figures have held their 
value, and Christie’s has a striding 
camel for around $250,000, and 
Sotheby's a large horse with a 
unique and elaborate saddle for up 
to $350,000. 

The sector which has attracted 
greatest interest in recent years Is 
Hhinpgg furniture. In 1996 Chris- 
tie’s sold a collection in New York 
for $ll_ 2 m. over twice the pre-sale 
estimate, with a rare marble screen 
making $Llm. a record for the sec- 
tor. Classical Chinese furniture is 
rare, with much destroyed during 
the Cultural Revolution, and there 
are often doubts about the authen- 
ticity of surviving examples, but 


the genuine objects in the saleroom, 
this week should do well. 

If Chinese and Korean baying is 
subdued there is renewed interest 
in Indian and southeast Asian art. 
Sotheby's expects up to $7.5m from 
its auction tomorrow, with a mot- 
tled red sfandstone head of Bud- 
dha, from the 5th century, esti- 
mated at up to $300,000. and a 
five-foot high schist figure of a 
Bodhisattva of the 4th century, in 
Greco-Roman costume, expected to 
make up to $350,000. Ironically 
these will mainly go to American 
and European collectors - the 
growing number of rich Indian 
buyers favour contemporary Indian 
paintings and jewellery. 

By carefully selecting the objects 
on offer, persuading sellers to 
accept lower reserves, and gearing 
the auctions to the more esoteric 
taste of western collectors rather 
than the flamboyant likings of the 
Chinese, Sotheby’s and Christie's 
hope to shrug off the economic 
uncertainties in Asia. They believe 
the underlying realities remain in 


place - that this part of the world 
has been producing desirable 
works of art longer than any other, 
and that it is likely to generate 
much of the new global wraith. 

But New York is advised to make 
the most of the week. London’s 
leading dealer in Asian art. Giu- 
seppe Eskenazi, is reluctant to see 
market leadership disappear pcross 
the Atlantic. In the short term he 
has accepted the inevitable and is 
this week holding an exhibition, of 
animals and animal desig ns in Chi- 
nese art, at 28 East 78tb Street, but 
he hopes to remain London based. 

In November he is spearheading 
a similar week in London, where 
he believes there is more expertise 
and certainly more top dealers. 
With events planned at the Victo- 
ria & Albert Museum, the British 
Museum, Asia House and in the 
dealers galleries to coincide with 
the auctions at Sotheby's and 
Christie’s, the hope is that the 
trade will descend on London with 
the same enthusiasm that they 
take to New York. 


After the 
razzmatazz, 
the silence 


Nigel Andrews on 

deification overload 
at the Oscar 
ceremony 

Each year it is as predictable 
as Christmas and just about 
as expensive. Millions of dol- 
lars are spent so that billions 
of people can watch, and the 
razzmatazz shoots off the 
Richter scale some time 
around 10 pm Hollywood 
tune, s»m in Britain. 

This year it was a little 
different, at least at the 
dose. No previous Oscar cer- 
emony has climaxed with 
silence, as this 1996 show did 
when James Titanic Cam- 
eron requested a few sec- 
onds’ hush in memory of the 
1500 people who went down 
In the Atlantic in 1912. For a 
dreadful moment one had 
feared he might name them 
all. His Oscar-waving pro- 
ducer had already litanised 
most of Titanic's crew, 
thereby flagrantly overrun- 
ning the 30-second speech 
allowance. 

But then Titanic has over- 
run everything. Costlier and 
more popular than any pre- 
vious feature film - a combi- 
nation irresistible to Holly- 
wood - it now equalled 
Ben-Bur’s record 11-Oscar 
haul. Each time Cameron 
rose to collect a new bronze 
doorstop, most of the 
Dorothy Chandler Pavilion 
rose too: not least Arnold 
Schwarzenegger, sitting a 
row in front His extensive 
on-camera embracing of 
Cameron showed that the 
Terminator star was still 
available for roles from his 
old director, who had now 
turned into the hottest prop- 
erty in Tinseltown. 

As expected, the main act- 
ing awards went to the epon- 
ymous stars of As Good As h 
Gets, who were exactly that 
To their credit. Jack Nichol- 


son and Helen Hunt also 
made speeches that neither 
need feel embarrassed by. 
The Academy, on the other 
hand, might feel a twinge 
emb arrassed by the Support- 
ing Actor nods. Both Kim 
Basinger and Robin Wil- 
liams. at least in the fi lms 
they were named for, LA- 
Confidential and Good WiU 
Hunting, qualified for "old 
troupers we love" rather 
than “ virtu oso performance” 
recognition. 

But Hollywood does love 
old troupers. How and why 
should we stop it? The main 
' production coup of the even- 
ing silenced every cynic, in 
stupefaction if not in admi- 
ration. The vast bleachered 
line-up of past Oscar-win- 
ning actors was that feared 
Los Angeles phenomenon, a 
pan-by shooting. So many 
faces were there for the rev- 
erently gliding-past camera, 
from Robert De Niro to Shir- 
ley Temple, from Vanessa 
Redgrave to Rod Steiger, 
that it seemed like deifica- 
tion on overload. 

There were fresher, less 
stage-managed moments. 
Matt Damon and Ben Affle ck 
won the Best Original 
Screenplay award for Good 
Will Hunting, a spec script 
they brainstormed together 
while students at Harvard. 
Way to go. And host Billy 
Crystal, the very best emcee 
in Oscar history, made every 
iconoclastic moment count, 
including his all -b ut-frnaJ 
introduction of Best Director 
presenter Warren Beatty. 
“He comes from eight gener- 
ations of show business, 
seven of them his sister Shir- 
ley." 

Of course you have to 
know that Beatty’s sister is 
Shirley MacLaine. But 
unless you went down with 
the Titanic, or are too young 
to have seen it yet, how 
could you fail to know that? 


Old man’s nostalgic tour-de-force 


THEATRE^ 

Brief lives 

Duchess Theatre, London WC2 

Thirty years ago and more, 
the line “When I was a boy, 
before the Civil Wars" was 
quite a catchphrase around 
the West End. Why? Because 
it was the most recurrent 
line in Brief Lives, the 
one-man show adapted by 
Patrick Garland from the 
writings of John Aubrey and 
performed by Roy Dotrice as 
a one-man tour deforce 
If you were a boy then, as 
I was, this was the kind of 
show from which grown-ups 
came back and told you 
about with glee; and then, 
when it was televised, you 
watched it, transfixed. 
Aubrey /Dotrice showed us 
the meandering thought-pat- 
terns of old age, and the 
kind of 17th-century per- 
sonal ha hits we find hilari- 
ous today (pissing in the 
room, then emptying the 
urine out the window), and a 
passionate nostalgia for the 


era before he was bom - a 
nostalgia that became, by 
turns, sweet, pathetic, 
comic, stirring. And he 
branded several phrases 
onto the collective memory. 
So the return of this show to 
the West End - its script 
revised by Garland, who still 
directs - is fascinating. 

The aged John Aubrey is 
played in 1998 by Michael 
Williams. He is an actor who 
can beautifully reveal a 
br immin g heart {whether 
brimful of joy or outrage), 
and who ran bold an audi- 
ence with a Romantic, Lisz- 
tian indeed, display of 
expressive bravura vocal 
technique. Listening to him I 
found myself occasionally 
analysing his delivery in 
terms of marcato. martellaio, 
cantilena, and more: a rare 
pleasure in London theatre 
today, especially when the 
voice is of handsome range 
and affecting colour. 

The character Williams 
presents is a rambling, anec- 
dotal, and nostalgic old 
scholar. Williams can be 
very simple: he does nothing 
better than the tender quiet 


with which he utters, “In my 
grandfathers day. the manu- 
scripts flew around like but- 
terflies." And yet his perfor- 
mance is generalised. He 
gives us aged charm and 
cuteness in abundance, so 
much so in Act Two he han- 
dles the audience as if he 
were in Christmas panto- 
mime. As he tells Aubrey's 

If memory serves, 
‘Brief Lives 1 
once cut deeper 
than charm 

tales, he piles on the old 
man’s reminiscent laughter 
- but he lacks the wit that 
makes us laugh with him. 

Why is old Aubrey 
laughing? The remembered 
word “crinkum-crankum", 
for example, was immensely 
funny as Dotrice delivered it. 
Here we see only that Wil- 
liams finds it funny, or 
rather that he enjoys acting 
the old man’s amusement for 
us. The serious detail within 
the character - Aubrey’s 


scholarship, the intimacy 
with which he confides, the 
serious efforts he makes to 
marshal his thoughts - 
elude Williams because he so 
relishes the adorable exte- 
rior. 

The performance has alto- 
gether too many actorly 
effects. He applies too many 
layers of the old man’s 
exclamatory noises, and 
there is one heavy doable- 
take too many. He is also 
more audience-conscious 
than the play can make 
sense ot It is also curious to 
note how be lacks comic tim- 
ing; where a witty actor 
would leave just a judicious 
pause before a fanny word, 
Williams hangs his pause 
out on the washing-line to 
dry, and so, regrettably, lets 
us know that he means to 
manipulate us. How odd: for 
Williams is a fine actor, with 
surely an altogether wider 
range than Dotrice had. And 
yet here he keeps showing 
us how serious characterisa- 
tion can turn into mere thea- 
tre, how depth can become 
surface. 

The show itself remains a 


charming, very Tory, idea: 
nostalgia far a golden age of 
chivalry yoked to wry ten- 
derness about the feebleness 
of old age, surrounded by 
amusing scatology and 
entertaining period detail. 
The scatology was a great 
deal more exciting in the 
1960s, of course, but even 
then it never went further 
Hum a middle-class audience 
would safely enjoy. 

1 see now how much Gar- 
land has modelled his por- 
trayal of old age upon some 
of Shakespeare’s. Sonnet 73 
("In me thou seest the twi- 
light of such day...”) and 
Justices Shallow and Silence 
from Henry TV are in the 
adjoining rooms. Perhaps 
this is clearer now because 
of Williams’s rich Shake- 
spearian experienc e : Garland 
has tailored the show to fit 
him. Stm, if memory serves. 
Brief Lives once cut deeper 
than charm. The irony 
between Aubrey’s tender 
invocations of glories gone 
by and the all-too-real facts 
of his declining years 
counted far mare. And the 
charm wears thin. 



Michael WUams as John Aubrey: he pies on the laughter but misses the irony AJastair I 
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BALTIMORE 


OPERA 

Baltimore Opera Company, Lyric 
Opera House 
Tel: 1-410-625 1600 
vfww.bMmoteopote.com 
Carmen: by Bizet Conducted by 
Alfredo SIBplgni In a production 
directed by David Roth. The title role 
is sing by kina Mishura; Mar 25, 
27,29 


BOLOGNA 

OPERA 

Teatro ComunaJe 
Tat 39-51-529 999 
vrwwjiettunDJt/bo/teabocomungle 

• Don Carlo: by VercS. 
Co-production wfth the Grand 
Theatre de Geneve, conducted by 
Btehu Inbal in a staging by Andrei 
Servan; Mar 26, 29 

• li Campiello: by WotHfeirari. New 
production conducted by Bruno 
Bartoletti in a staging by Nanni 
GareJJa. with designs by Antonio 
Florentino; Mar 25, 27, 28 

FORT WORTH 

EXHIBITIONS 


KimboH Art Museum 
Tet 1-817-3328451 
wwwJambeBart.org 
Renoir’s Portraits: Impressions of an 
Age. Previously seen in Ottawa and 
Chicago, this exhibition of mors than 
60 paintings spans the artist’s career 
and Includes portraits of Claude 
Monet and Madame Renoir; to 
Apr 20 

HELSINKI 

OPERA 

Finnish National Opera 

Tet 358-9-4030 2211 
The Magic Flute: by Mozart New 
production by Swedish director 
Etienne Glaser, designed by Peter 
Tillberg. Conducted by Mikko Franck; 
Mar 25 

KORIYAMA 

EXHIBITION 

Korfyama Cfty Museum of Art 
Tat 81-249-56 2200 
Aubrey Beardsley: more than 200 
drawings, prints, posters and books 
created dtring the brief period of the 
artist’s fame. A member of the 
fin-de-eftcfo avant-garde. Beardsley 
left England for Dieppe foftowing 
Wilde's disastrous Ubel action and 
subsequent Imprisonment in 1B95. 
The exhibition marks the centenary 
of Beardsley’s tragically earfy death, 
aged 25, and arrives at the V&A in 
October, after touring in Japan: to 
May 5 . 

LISBON 

CONCERTS 

100 Days Festival, Expo '98 
Portuguese Symphony Orchestra: 
programme of 2Dth century works; 


Main Auditorium. Centro Cultural de 
Beifim; Mar 25 

LONDON 

CONCERTS 
Barbican HaU 
Tel: 44-171-638 8891 
London Symphony Orchestra: 
Riecardo Chailly conducts concert 
performances of Mahler’s Tcrtenfeier 
and the dosing part of Act 3 of 
Wagner's Gdttsrdfimmerung. With 
sopranos Jane Eagten and Janice 
Watson; Mar 25 

Queen Elizabeth Had 
Tel: 44-171-960 4242 
The Tchaikovksy Experience: Roger 
Norrington conducts the Orchestra of 
the Age of Enlightenment In a 
weekend of concerts, using period 
Instruments, intended to sound as 
historically accurate as possible. 
Saturday’s programme includes 
extracts from Sleeping Beauty and 
Piano Concerto No. 1 , with pianist 
Cyril Have. Sunday's programme 
includes Tatyana’s Latter from 
Eugene Onegin with soprano Joan 
Rodgers, and the Pathetique 
Symphony. The weekend’s activities 
include afternoon recitals by Huv6 
and Rodgers, as well as talks rad 
open rehearsals 

Royal Festival HaU 

Tet 44-171-960 4242 

• BBC Concert Orchestra: 
conducted by Barry Wordsworth in 
works by Prokofiev. Sibelius. Grieg 
and Mussorgsky. With piano soloist 
Cristina Ortiz; Mar 25 

• Phiiharmonla Orchestra; 
conducted by John Bot Gardiner In 
works by Bger, Sibelius and Brahma 
With violin soloist GIdon Kramer; 


EXHIBITION 
Royal Academy of Arts 
Tet 44-171-300 8000 
Art Treasures of England: The 
Regional Collections. Display of 
some 500 paintings, drawings and 
sculptures which will tell the history 
of the public collections outside 
London, from the 17th century to the 
present; to Apr 13 

OPERA 

English National Opera, London 
CoRseum 

Tel: 44-171-632 8300 

• La Bohdma- by Puccini. Steven 
Plmlott's production is revived by 
Barry Atkinson and Frances Moore, 
and conducted by Emmanuel Joel 
(Alex Ingram from Mar 27); 

Mar 26, 27 

• The Tales of Hoffman: by 
Offenbach. New production by 
Graham Vick, designed by Tobias 
Hohelsal and conducted by Paul 
DanleWfiHlam Lacey. Cast Includes 
John Tomlinson; Mar 25, 28 

Shaftestuy Theatre 

Tat 44-171-378 5399 
The Royal Opera: Cosl fan tutie, by 
Mozart Revival of Jonathan Millar's 
production, conducted by Colin 
Davis (David Syrus on 25. 27 Mar); 
Mar 25, 26. 27, 28 

NEW YORK 

exhibitions 

Guggenheim Museum 

Tel: 1-212-423 3500 

www.guggenhelm.org 

China - 5.000 Years: major exhibition 

organised In collaboration with the 

Chinese government Comprising 


more than 500 works of art, ranging 
from the Neolithic period to the 
modem, with traditional works 
displayed at the uptown museum (bo 
Jun 3), and the modem section at 
the Guggenheim Museum SoHo (to 
May 25). Uptown highlights Include 
Neolithic jades and Shang and Zhou 
bronzes. The aim of the display at 
the SoHo museum Is to explore the 
meaning of modernity in China. Both 
parts will transfer to Guggenheim, 
Bilbao In July 

OPERA 

MetropoHan Opera, Lincoln Center 
Tel: 1-212-362 6000 
www.metopera.org 

• Lohengrin: by Wagner. New 
production by Robert WBson, with 
costumes by Frida Parmeggianl: 

Mar 25 

• L' EBsfr d’ Amors: the final 

performance of the season is 
conducted by Maurizlo Bervni, with a 
cast Inducting Ruth Ann Swenson; 
Mar 26 

• Stiff el to: conducted by James 
Levine, with Maria Guteghina as Lina 
and Pldddo Domingo as SttffeOo. 

The production is by Gtancarto del 
Monaco; Mar 27 

New York City Opera, New York 
State Theater 

Tet 1-212-870 5570 
wwwjiyGOpera.com 
La Boh&me: by Puccini. Conducted 
by George Monahan and staged by 
Grazielta Sctutti; Mar 28, 29 

THEATRE 

Joseph Papp Public Theatre 

Tet 1-212-2602400 
Macbeth: by Shakespeare. George 
G. Wolfe directs Alec Baldwin rad 
Angela Bassett as Macbeth and Lady 


PARIS 

CONCERT 

SafiePtayel 

Tel: 33-1-4561 6589 
.Orchestra de Paris: conducted by 
Paul Daniel In works by Messiaen, 
Berfloz and Rachmaninov. Wfth. 
mezzo-soprano VesaeCna Kasarova; 
Mar 25, 26 


ROME 

EXHIBITION 
ViBa Medici 

Franoesco SaMati: 1510-1563. First 
major retrospective devoted to 
Saivtati. one of the lesser known 
Florentine Mannerists. Indudes 
wound 135 works. For the duration 
of the exhibition, there will be guided 
visits to see Ws frescoes, the most 
spectacular of which Is in the French 
Ambassador’s study; ends on 
Sunday 

ROTTERDAM 

CONCERTS 
deDoeten Had 

Tet 31-10-217 1700 
Rotterdam Philharmonic Orchestra: 
conducted by Valery Gergiev in 
works by Debussy, Mussorgsky and 
Prokofiev. With baritone Drrttri 
Hvorostovsky; Mar 27 

SAN FRANCISCO 

CONCERTS 

Davies Symphony HaU 

Tet 1-415-864 6000 

wwwjfsyrr8ihony.org 

San Francteco Symphony: Herbert 

Btomstedt conducts Bruckner's 


Symphony No. 5; Mar 25. 26, 27, 28 

TOKYO 

CONCERT 

Bunkamura 

Tet 81-3-3477 9999 
Tokyo PhOharmonic Orchestra: 
conducted by Kazushi Ono in a 
concert performance of Janafek’s 
Jenufa; Orchard Hail; Mar 26 

WASHINGTON 

CONCERTS 
Kennedy Center • 

Tet 1-202-4674600 
National Symphony Orchestra: 

conducted by Erl Klas In works by 
Mozart, Stravinsky and Saint Safins; 
Concert HaU; Mar 26, 27, 28 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for Europe 
can be received in weetem Europe 
on medium wave 848 kHZ (483m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

MoneyBne wfth Lou Dobbs 

13J50: Business Asia 
1&30c World Business Today 
92Mk World Business Today Update 

• Buemeea/Market Reports: 

05:07; 06:07; 07:07; 0820; 0920; 
1ft20; 1120; 1132; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 

reports live from UFFE as the 
London market opens. 
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EDWARD MORTIMER 


Global gloom 

In the Communist manifesto, Marx and Engels described a world 
economy more like that of 1 998 than of 1 848 


You think globalisation is a 
new phenomenon? Then 
guess when this passage was 
written. 

“All old-established 
national industries have 
been destroyed or are daily 
being destroyed ... In place 
of the old wants, satisfied by 
the productions of the 
country, we find new wants. 

requiring for their 
satisfaction the products of 
distant lands and climes. In 
place of the old local and 
national seclusion and 
self-sufficiency, we have 
intercourse in every 
direction, universal 
interdependence of nations.” 

That was Karl Marx and 
Friedrich Engels, writing ISO 
years ago in the Communist 
manifesto. As Eric 
Hobsbawm writes in his 
introduction to a new edition 
of the manifesto, to be 
published next month by 
Verso: “Marx and Engels 
described not the world as it 
had already been 
transformed by capitalism in 
1848. but predicted how it 
was logically destined to be 
transformed.” 

It is ironic that their 
description of capitalism and 
its effects should have come 
(partially) true just when 
Marxism as an ideology, and 
as a prescription, no longer 
finds many takers. Hardly 
anyone now believes matters 
would be improved by 
abolishing property in land 
and all right of inheritance; 
centralising credit, 
communications and 
transport “in the hands of 
the state”; or extending state 
ownership. 

Perhaps the nearest we 
have in the 1990s to Marx's 
and Engels' vision of the 
destiny of capitalism is to be 
found in a book published 
this week by John Gray, 
professor of European 
thought at the London 
School of Economics - a 
sometime Conservative, 


alienated and disillusioned 
by the destructive effects of 
Margaret Thatcher's 
tree-market policies in 
Britain in the 1980s. 

Prof Gray attacks what he 
calls the “Washington 
consensus”, according to 
which free markets and 
democracy go hand in hand 
and are in some sense the 
natural condition of 
mankind. He argues that 
free trade and laissez-faire 
policies, so far from being a 
pre-socialist norm, were only 
applied systematically in 
Britain for a few decades in 
the mid- 19th century (just 
when and where Marx and 
Engels were writing i. But 
this receded as democracy 
expanded, and as the ghastly 
social consequences of 
unbridled capitalism became 
impossible to ignore. 

Now. he thinks, the same 
disastrous experiment is 
being repeated on a global 
scale, as doctrinaire liberals 
have seized control of the 
only remaining superpower 
and are using its global clout 
to impose a single model, the 
“unregulated free market", 
throughout the world. It will 
end, he predicts, in disaster. 

One does not have to share 
this apocalyptic vision, or 
even to think globalisation is 
a bad thing, to be worried 
about some of its side- 
effects. One person who is 
worried is a man with 
impeccable Eree-market 
credentials; Peter 
Sutherland, the last 
director-general of Gatt and 
chief architect of its 
successor, the World Trade 
Organisation. 

In a paper published in 
January, Mr Sutherland and 
coauthor John W. Sewell 
stress the need to ensure 
that globalisation's benefits 
extend to the nearly 4bn 
people who live in countries 
with a per capita gross 
domestic product of less 
than $1,500 (£900) a year.** 


They warn of a "crisis of 
confidence in the very 
structure uf markets", 
amplified by the financial 
crisis io Asia. They urce 
greater effort to dispel "the 
invalid concern growing in 
the developed world that the 
competition im leashed by 
global market? will result in 
a race to the bottom". And 
they list a number of 
problems not caused but 
■■complicated" by 
globalisation: env iron mental 
degrada tion. disease, 
migration, crime and 
terrorism. 

The world's ability to 
confront these problems, sav 
Mr Sutherland and Mr 
Sewell, depends un 
"increasing global 
co-operation and 
maintaining an international 
consensus in support of 
globalised trade and 
investment”. Tlie> ihmk the 
first step should be a global 
economic summit of “about 
two dozen governments”, 
drawn in equal numbers 
from leading industrialised 
countries, newly 
industrialised or "emerging 
market" countries, and “the 
least developed countries 
threatened by 
marginalisation”. 

Not everyone will agree 
with that mechanism. But 
the problems listed are 
surely real. The Group of 
Eight industrialised 
countries, which does not 
even include China or India, 
is hardly an adequate forum 
for dealing with them. 

* False Dawn: The Delusions 
of Global Capitalism (Crania 
Books i 

**The Challenges of 
Globalization (Oi er seas 
Development Council, 1S75 
Connecticut Avenue, NW. 

Suite 1012. Washington. DC 
20009 ) 

Edward. MorttmenajFT.com 


COMMENT & ANALY SIS 

PERSONAL VIEW JOSE PH E. STIGLIT Z 


Boats, planes and 

As capital shifts rapidly across the globe, emerging markets are 




S mall open economies 
are like rowing boats 
on an open sea. One 
cannot predict when 
they might capsize; bad 
steering increases the 
chances of disaster and a 
leaky boat makes it inevita- 
ble. But their chances of 
being broadsided by a wave 
are significant no matter 
how well they are steered 
and no matter how seawor- 
thy they are. 

The financial movements 
of the past few years are like 
the sea. Net long-term pri- 
vate capital flows to develop- 
ing countries rose sixfold 
from 1990 to a record S256bn 

i£153bm in 1997, according to 
the Global Development 
Finance 1998 report by the 
World Bank released today. 
These include foreign direct 
investment, investment in 
equity and credits of over a 
year's maturity. The stock of 
short-term debt by countries 
in miri-1997 was S360.9bn. 

AH developing countries 
are afloat on this sea. Bond 
issues and loan commit- 
ments to east Asia, south 
Asia and Latin America all 
fell by more than half in the 
fourth quarter of 1997. This 
illustrates that developing 
countries are more vulnera- 
ble to vacillations in interna- 
tional flows than ever 
before. Without volatile 
international capital Hows, 
the East Asian crisis of 1997 
would probably have been 
no more memorable than the 
South Korean crisis of 1980 
or the Thai one of 19S3. 

Everyone recognises that 
this is Dot the best of all 
possible worlds. What can 
we do about it? 

Part of the answer is easy: 
insist on more information 
and greater disclosure. Both 
the Mexican and the east 
Asian crises were triggered 
and exacerbated partly when 
investors found out that 
reserves were smaller than 
they had thought and that 
short-term debt was higher. 
Perhaps more important 
than misleading information 
was the general lack of it: 
when the problems became 
apparent, this made it hard 
for lenders to distinguish 
bad companies from good, 
leading them to shy away 
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from aJDL 

The returns to better infor- 
mation are great, bat we 
should not delude ourselves 
into thinking that this alone 
can resolve all the problems. 
Much existing information 
seems not to be fully incor- 
porated into market assess- 
ments, so there is no guaran- 
tee that markets will 
respond perfectly to perfect 
information. In a world dom- 
inated by p ri vate-to-pri va te 
capital flows, it will be very 
difficult to estimate the 
external exposure of an 
entire economy. And with 
the increased use of deriva- 
tives. it will be virtually 
impossible. Better informa- 
tion is like a better naviga- 
tion chart: useful, but not 
everything. 

For emerging markets, 
another part of the answer is 
also easy: domestic reforms 
can create more robust 
financial markets, more 
transparent s y s t em s of cor- 
porate governance, and less 
error-prone macroeconomic 
policy. But as with better 
information, so with better 
policies. It would be fool- 
hardy to base domestic 
regimes and the interna- 
tional finan cial architecture 
on the assumption that these 
will be perfect. Developing 
countries have less capacity 
for financial regulation and 
greater vulnerability to 
shocks. Policy regimes need 
to be resilient against 
human fallibility. Aircraft 
are not designed to be flown 
just by ace pilots. 

So we - investors, emerg- 


ing markets and the interna- 
tional financial community 
generally - need to consider 
a third policy response: 
towards international capital 
Hows. We cannot expect if to 
eliminate all crises, let alone 
all economic fluctuations. 
But along with domestic 
reforms and greater disclo- 
sure, it reduce their fre- 
quency and magnitude. 

Some people object to this 
in principle, arguing that 
governments should not 
intervene in international 
capital markets. This objec- 
tion is not a good nay to 
begin the discussion. The 
SllCfon package for east Asia 
is clearly a major interven- 
tion in the workings^ of the 
free market. 

Intervention has been jus- 
tified on the basis of sys- 
temic risk, which is the clas- 
sic case of what economists 
call an externality. External- 
ities can occur when the pri- 
vate risk of investing in a 
country is smaller than the 
social risk. This discrepancy 
may be especially large for 
short-term speculative capi- 
tal flows. Whenever there 
are large discrepancies of 
this kind (and they would 
exist if investors believed a 
bailout were likely even if 
systemic risk did not exist), 
then some form of interven- 
tion would be justified to 
bring the private risks into 
line with the social risk. But 
what kind of intervention? 

There is now broad agree- 
ment that foreign direct 
investment is valuable. It 
brings not just capital but 


left adrift. The answer is to regulate flows 


also technology and train- 
ing. Preliminary evidence 
from east Asia confirms that 
foreign, direct investment is 
relatively stable. 

Short-term capital aoes 
not bring with it ancillary 
benefits. True, some 
short-term capital, especially 
trade credits, is essential. 
But when the savings rale is 
already high, and when the 
marginal investment is 
being misallocated, addi- 
. tional short-term capital 
flows just increase the vul- 
nerability of an economy. 
The net benefits appear even 
smaller when the reserves 
set aside to protect against 
the volatility of short-term 
capital are taken into 
account. From the consoli- 
dated balance sheet of the 
borrowing country, it seems 
as if emerging economies are 
borrowing from developed 
countries at higher rates, 
only to relend a large frac- 
tion back in the form of trea- 
sury. bills and other low-rate- 
of-retum instruments. The 
economic slowdown result- 
ing from the crisis in east 
Asia may more than wipe 
out the gains from the 
recent capital inflows. 

To extend the airplane 
metaphor that has been used 
in this discussion, what is at 
stake is not just a dramatic 
aircraft crash, an occurrence 
so rare that almost no one 
would question the superior- 
ity of air travel, especially 
for long distances, nor the 
role of government in enhan- 
cing safety. Bat the record of 
small planes travelling short 
distances is in greater doubt 

So what would a new 
regime for short-term capital 
flows involve? There are 
many components. 

First we need to eliminate 
the tax. regulatory and pol- 
icy distortions that may 
have stimulated such flows. 
Examples of distortions are 
evident in the case of Thai- 
land where the Bangkok 
International Ranking Facili- 
ties in effect encouraged 
short-term external borrow- 
ing. Subtle examples exist 
almost everywhere. 

Second, several countries 
have imposed prudential 
bank regulations to limit the 
currency exposure of their 


institutions. 

But these measures may puy 
go far enough, because they 
do not address the issue of 
corporate exposure.- Among 
the ideas under discussion 
are inhibitions on capital 
inflows, especially or the 
Chilean type. Chile has 
imposed a reserve require- 
ment on all short-term capi- 
tal inflows - essentially a 
tax on short-maturity loans*- 
Even critics of the. Chilean 
system acknowledge that this 
reserve requirement has sig- 
nificantly lengthened the 
maturity composition of cap- 
ital inflows to Chile. This* 
together with solid funda- 
mentals apd a sound finan- 
cial system, may be tl» rea- 
son that Chile - hai been - 
relatively unaffected by 
recent financial crises.. 

Still other possibilities 
that may be more feasibte^ 
for others include the use of 
tax policy by. for example, 
limiting the extent of tax. 
deductibility for interest in 
debt denominated or linked 
to foreign currencies. . - 

Other issues have to be 
addressed at the interna-, 
tional level. In spite of 
repeated resolutions that ' 
lenders should bear more of 
the cost of their risky deci- 
sions, the moral hazard prob- 
lem in the 1990s is, if any- 
- thing, larger, -not smaller 
than it was in the 1990s. At 
the same time; workers and . 
small businesses in borrow-* 
ing countries - innocent 
bystanders who did not 

engage in risky transactions 
- continue- to bear huge: 
costs. Now. is the time,', 
before the next crisis, to- 
devise orderly proc e dures for 
work-outs that wifi provide 
better incentives and ,more- 
equitable cost-sharing. : 

The financial , architecture 
for nation states took centu- 
ries to build; today, concepts 
like national banking are 
still controversial in parts of 
the US. Aniving at a consen- 
sus about international 
reforms could be even mare 
difficult. But the intensified 
international dialogue on 
these issues! at. the .very 
least, is a promising start. 

The author is chief economist 
at the World Bank 
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Spectacle that reflects democracy 
adapting to information 


From Mr John A. Skalas. 

Sir. The spectacle of 
Clinton/Starr/Jones et al is 
conspicuously absent from 
Joseph Nye’s well-reasoned 
analysis of declining confi- 
dence in government (“We 
blame the government”, 
March 18). To Mr Bill Clin- 
ton's attackers the presi- 
dency is soiled. To support- 
ers, congressional and 
judicial processes have been 
perverted. Yet, Scandal- 
mania 98 may prove histori- 
cally significant as democ- 
racy adapts to the 
information age - and not 
entirely negative. 

As to public figures arid 
institutions, credible apho- 
risms collide. First, the more 
information the better. Sec- 
ond, familiarity breeds con- 
tempt 

Consider what we know 
about the mere mortals who 
govern the US and lead Its 


From Mr Raphael 
Papadopoulos. 

Sir, Lionel Barber “(Win- 
ning friends”. March 18) 
praises Robin Cook, the for- 
eign secretary, for having 
learnt the lesson that speak- 
ing in the name of Europe 
maximises flip influence of 
medium-sized powers such 
as the UK. 

However, your correspon- 
dent, perhaps unwittingly, 
defined the limits of such 
benefit to the UK by rafte- 
ring to the recent crisis over 


tion publicly available in the 
1940s, 1950s and 1960s. Would 
1990s style disclosures have 
dimmed Kennedy's “Came- 
lot” aura in the 1960 cam- 
paign? Would cable news 
coverage of Truman Com- 
mittee investigations have 
undermined confidence in 
the military? In 1990s poli- 
tics, would Eisenhower have 
retired and written a book 
after the second world war - 
presaging Colin Powell? 

In polls, Americans distin- 
guish between the president, 
the man and the institution 
of presidency. Mr Clinton 
has more credibility describ- 
ing policies that make an 
impact on people's lives than 
describing his own life. 
Republican strategists warn 
the GOP to develop a sub- 
stantive agenda beyond 
bashing Mr Clinton. Sub- 
stance rules. 

Evaluating accusations, 
accusers, “spin” and media 


the UN weapons inspections 
in Iraq. On that occasion, 
Mr Barber writes, Britain 
leant towards a hardline 
US inclined to military 
action while France occu- 
pied the diplomatic middle 
ground. 

Mr Barber is. of course, 
right in identifying such 
divergences in national posi- 
tions as a serious challenge 
and obstacle to the establish- 
ment of a European defence 
and security policy. The Iraq 
crisis, however, underlined. 


age 

frenzy does not mitigate cyn- 
icism. but it does invite 
patience and sophisticated 
value judgments - useful 
skills for voters in an age of 
too much Information. 

All this does exacerbate a 
problem Mr Nye rightly cor- 
relates to declining confi- 
dence in government - 
bright people foregoing gov- 
ernment service. As to elec- 
tive offices, deterrents 
include endangered privacy 
and constant fundraising - 
the latter generating less 
salacious and more biparti- 
san scandals. 

Yet. absent public outrage, 
politicians reject campaign 
reform. Government will be 
as worthy of public confi- 
dence as the public 
de mands . 

John A. Skolas, 

129 Hamilton Road, 
Landenberg, 

Pennsylvania 19350, US 


more than anything else, the 
fundamental lesson which 
the British government has 
yet to learn; that of the 
inherent weakness and con- 
tradiction in its drive to 
“lead in Europe”, coupled 
with its willingness to be led 
by the Us, sometimes uncrit- 
ically and without consulta- 
tion with the other Euro- 
peans. 

Rap hael Papadopoulos, 

52 Asmuns Place. 

London NWll 7XG, UK 


Gibraltar is 
no obstacle 

From Mr PJL Cantona . 

Sir, Your article,- “Rock 
proves a hard place to work 
Into the EU” (March 20). 
says that Gibraltar has 
.become a considerable obsta- 
cle to efforts to force com- 
mon policies on issues such 
as asylum, crime, immigra- 
tion and judicial co- 
operation. 

Gibraltar is a willing par- 
ticipant in all such policies. 
We take our EU obligations 
seriously and, as a small ter- 
ritory, spend a dispropor- 
tionate amount of our finan- 
cial resources to implement 
and enforce them. 

The “obstacle” is not Gib- 
raltar. but Spain. It is Spain 
that constantly vetoes (or 
threatens to) EU common 
values (in numerous areas of 
activity) unless Gibraltar's 
participation through our 
constitutional institutions is 
excluded, not pursuant to 
any EU-wide interest, but 
pursuant to her anachronis- 
tic claim, to recover the sov- 
ereignty of Gibraltar (295 
years after she lost it) con- 
trary to the unanimous 
wishes of the people of Gib- 
raltar. This, even though 
Gibraltar is an integral part 
of the EU, having joined 
with UK in 1973 (13 years 
before Spain herself joined). 

It is not right that the 
innocent victim of such tac- 
tira should be portrayed as 
the obstacle" simply 
because it is small. 

P-R. Caruana, 
chief minister, 

6 Convent Place, 

Gibraltar 


military now versus tnforma- 

Contradictions of drive to ‘lead in Europe’ 


From Mr James Ashe-Taylor. 

Sir, Mr J.M. Laugh am 
(Letters, March 13) Is wrong 
to t h i nk that he need not 
review his business strategy 
to take account of the Intro- 
duction Of thlfi eUTO. Many 
large businesses in the euro 
area - particularly in Ger- 
many - will quickly adopt 
the euro as their “house” 
currency, and they will 
expect those doing business 
with them to present 


invoices and price lists 
denominated in euro. Mr 
Langham's competitors in 
the euro area win not face 
the uncertainties and 
expense of managing the 
sterling/euro exchange rate 
risk. The euro will bring 
price transparency throogh- 
out the euro area, and this 
will intensify cross-border 
competition, which will 
affect the ability of compa- 
nies like Langham indus- 


tries to compete effectively. 

UK companies also need to 
address the possibility that 
the UK may adopt the euro 
wittdn the next five years. 
This should affect their cur- 
rent approach to a wide 
ranee of issues, from IT 
upgrades to decisions on 
5JJ*™** borrowing. How 
wlU Mr Langham - and his 
competitors - react when 
the domestic" market 
becomes the whole euro area 


instead of just the UK? 
hmn Industries may v 
affected by these de 
ments to a lesser exten 
some other companies 
ertheless, f 0r a very 
number of UK conn 
preparing for the 
should be an urgent pr 

James Ashe-Taylor, 
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B-1040 Brussels 
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COMMENT & ANALYSIS 


Wednesday March 25 1998 


Regulating 
capital flows 


As immediate anxiety over the 
east Aslan financial crisis fades, 
analysts are struggling to learn 
the lessons. A growing number 
are thinking about how to limit 
the excesses of international 
capital markets. The need for 
such analysis may be regreta- 
ble, but it is also inescapable. 

The article by Joseph Stiglitz, 
the chief economist of the 
World Bank, in today’s FT, 
explains why. An excellent sup- 
porting analysis of the east 
Asian crisis is provided in this 
year's Global Development 
Finance report from the Rank 
The report does not just analyse 
of the mistakes of the afflicted 
east Asian countries, but also 
makes astringent comments on 
the financial institutions of 
advanced economies. 

“Loans came from countries 
with seemingly well-regulated 
and transparent financial insti- 
tutions operated by sophisti- 
cated managers without govern- 
ment intervention," it observes. 
“Yet foreign lenders and inves- 
tors were not restrained by 
inadequate financial state- 
ments, high short-term debt, or 
the unhedged foreign exchange 
exposure present in the financ- 
ing structure of east Asian 
banks and firms." Nor should 
these investors have believed 
they were insured against 
losses. If they did, they must 
now know they were wrong. 

Fools and their money are 
soon parted. Unfortunately it is 
not just the fools who suffer, 
nor even the companies and 


banks they lend to. It is, above 
all, the workers and those 
dependent upon them who pay 
the price - and what a price it 
is! The shift between 1396 and 
1997 in net external private 
finance to the five most affected 
economies was some 11 per cent 
of their combined gross domes- 
tic products. 

There is no question that 
every country needs to 
strengthen its finani+qi system 
and improve transparency, as 
everyone agrees. But it would 
be foohsh to believe that such 
improvements, even if success- 
fully implemented, would elimi- 
nate these costly shocks. Mar- 
kets make huge mistakes. 
Moreover, the decision-makers 
directly involved often fail to 
take into account the wider 
costs their errors impose. But of 
all the flows, the most danger- 
ous are short-term loans. Their 
use to finance long-term com- 
mitments, such as investment, 
is demonstrably unwise. 

The case for early and com- 
plete freedom for internati onal 
capital flows has, unquestion- 
ably. been damaged. The 
world's leaders must now ask 
themselves how to maximise 
the benefits of capital flows to 
developing countries, while 
minimising both the number of 
panics and the damage they do. 
Mr Stiglitz discusses some sen- 
sible options. Yet what is 
needed now is not to pretend 
we already know the answers. 
It is rather to recognise we 
must work hard to find them. 


US defence 


Having actively encouraged the 
trend towards concentration in 
the American defence industry, 
the US government has now 
called a halt This week it filed a 
law suit to prevent Lockheed 
Martin buying Northrop Grum- 
man. Lockheed will fight the 
move, but in the joint action by 
the justice and defence depart- 
ments it is facing the opposition 
of the nation’s anti-trust regula- 
tor and Its main customer. 

So the days of the defence 
mega-merger thus look num- 
bered. The landscape is much 
changed from a decade ago when 
the Pentagon insisted on having 
enough defence contractors to 
compete an virtually every one of 
its programmes except nuclear- 
powered aircraft carriers. Since 
then, Washington has cautioned 
defence contractors they could 
not go on in the style to which 
the cold war had accustomed 
them, anrf warned them that in 
order to survive they must merge 
and diversify. The defence com- 
panies took this advice so zeal- 
ously that there are now only 
about half a dozen of them left. 

The Pentagon's main complaint 
is that Lockheed's takeover of 
Northrop would make the combi- 
nation the sole US source of some 
missile countermeasures, air- 
borne early warning radar and 
anti-submarine systems. Lock- 
heed hoped to counter these com- 
plaints by making the sort of 


behavioural promises - to act as 
if the two companies were still 
partly competing - that have sat- 
isfied the government In recent 
mergers. But tMa time that was 
not enough. To satisfy the Penta- 
gon. Lockheed would have had to 
sell off Northrop's entire elec- 
tronics business. Since this is 
precisely the division Lockheed 
wanted to get its hands on, the 
company refused. 

The Pentagon has also revived 
concern about “vertical" integra- 
tion. It argues that Lockheed- 
Northrop would, as a prime con- 
tractor, have too great a vested 
interest in putting its own prod- 
ucts (weapons) on its platforms 
(aircraft) rather than objectively 
seeking the best bargain for the 
Pentagon and the US taxpayer. 
Ironically, this tendency is a 
by-product of recent procurement 
reforms, in the UK as well as the 
US. which have sought to give 
prime contractors a bigger role 
and responsibility. Yet the Penta- 
gon has concluded that procure- 
ment reform may have hit its 
limits, and that there is merit 
after all in keeping same compa- 
nies apart * 

A greater degree of concentra- 
tion is inevitable in Europe with 
its far smaller defence budgets. 
But the Lockheed case could 
have lessons for Britain. France 
and Germany as they ponder how 
to put their major aerospace com- 
panies together. 


In the dock 


Protests from European 
shipbuilders that South Korea is 
abusing its international rescue 
package to engage in unfair price 
competition are the symptom of a 
deeper problem. From steel to 
semiconductors, the cure to 
. Korea's financial crisis has not 
addressed the excess industrial 
overcapacity that helped cause it. 

Yet it would be dangerous for 
the International Monetary Fund 
to insist - as European ship- 
builders apparently want - on 
efficient industrial capacity being 
closed as the price of con tin u in g 
support, or for governments to 
apply unilateral trade policy rem- 
edies to situations that arise 
because one country's exchange 
rate has fallen too (hr. 

Shipbuilding poses special 
problems, partly because it is not 
covered by World Trade Organi- 
sation anti-dumping procedures. 
Though Korea has always denied 
direct subsidies, many of its com- 
petitors assume that indirect 
ones were generous. Cheap credit 
from hanirtt which had implicit 
government support enabled 
large conglomerates to build up 
excess capacity. 

Transfer pricing within con- 
glomerates still makes it impossi- 
ble to determine the true Korean 
cost of production or the real 
prices of domestic sales. The fact 
that Halla, which declared bank- 
ruptcy late last year, is still 
building ships suggests b ank s are 
still prepared to lend at a loss. 


But the way of dealing with 
these problems is through a 
recognised disputes procedure 
rather than using the IMF as an 
instrument of trade policy. A 
vehicle for dealing with the issue 
exists in the form of the OECD 
shipbuilding treaty which has 
been agreed by the main produc- 
ers but is sadly not operational 
because the US has refused to 
ratify it. 

There is no reason why Europe 
and Korea should not make the 
treaty operational without the 
US. This would at last establish a 
procedure for dealing with dump- 
ing and subsidies. But Europe 
would first, and quite rightly, 
have to abolish its own open sub- 
sidies to shipbuilders. 

Ironically for its Western 
industrial critics, the IMF pro- 
gramme should help in a broader 
way to sort out the problem. It 
should help raise Korea's 
exchange rate as confidence 
returns, reducing shipbuilders' 
price advantage. By imposing 
rationalisation on Korea’s banks 
and conglomerates, it should put 
an end to transfer pricing distor- 
tions and halt the availability of 
cheap credit. 

Externally imposed limits on 
shipbuilding capacity would sim- 
ply lead to a cartel. Open mar- 
kets with effective disputes pro- 
cedures are the best way of 
eliminating unfair competition, 
and ensuring that only efficient 
producers survive. 


Countdown to Emu 


T he most nerve-rack- 
ing moments of a 
space mission are the 
countdown. So it is 
with European eco- 
nomic and monetary union. 

Today, the European Commis- 
sion will recommend that 11 
countries, including Italy, are 
ready for Emu. A report from the 
European Monetary Institute, the 
forerunner of the European Cen- 
tral Bank, may bint at reserva- 
tions: but nothing is likely to 
undercut the Commission's cen- 
tral recommendation in favour of 
a broad-based currency onion. 

Just 18 months ago, few would 
have predicted such an outcome. 
Spain and Portugal's chances of 
meeting the Maastricht treaty's 
entry criteria looked question- 
able. Italy's prospects appeared 
remote. Even France and Ger- 
many were struggling to meet 
the public deficit target of 3 per 
cent of grass domestic product 
The turnaround is due partly 
to the economic cycle: by boost- 
ing tax revenues, growth has 
helped countries get their fiscal 
deficits under control. It is also a 
testimony to political will, espe- 
cially on the part of Chancellor 
Helmut Kohl who views Emu as 
Europe's (and his own) monu- 
ment to the 21st century. The 
EMI and Commission reports also 
point, tentatively, towards a 
deeper economic transformation, 
especially in the Mediterranean 
countries that have embraced 
hard-money orthodoxy with a 
passion unthinkable a decade 
ago. 

Yet the most striking develop- 
ment is how the protagonists in 
the Emu drama - the fmanHni 
markets, big business, the politi- 
cians, and the central bankers - 
have found themselves co-opted 
Into a collective effort to meet 
the target date of January 1. 1999. 
Nobody, it seems, now has a 
stake in delay or failure. 

In theory, the EMI and Com- 
mission reports form a neutral 
economic analysis of the progress 
that the 15 EU member states 
have made toward imwHng the 
Maastricht treaty criteria. 

In practice, the two documents 
are an integral part of a political 
process leading up to the May 1-3 
summit when European Union 
leaders formally decide the 
founder members of the Emu 
bloc; the bilateral exchange rates 
between euro zone countries; and 
the president of the European 
Central Bank as well as the five 
other members of the executive 
board. 

Xn the past few weeks, the EMI 
and the Commission have played 
a game of cat and mouse over 
their reports. _ The EMI has 
expressed concerns about the 
high level of debt in Belgium and 
Italy. It has criticised the failure 
of other countries, notably 
France, to pass all necessary leg- 
islation enshrining the indepen- 
dence of the national central 
bank and the priority of price 
stability in government policy. 
“Central bankers are the ones 
who are going to run monetary 
union,” says one London analyst. 
“So they have no interest in pick- 
ing egg off the ceiling." 

Politicians, on the other hand, 
are more concerned to avoid last- 
minute hitches. So the Commis- 
sion has sought to coax the EMI 
into minimising differences over 
the interpretation of the treaty 
criteria, warning that any serious 
divergence with the* Commis- 
sion's own analysis and recom- 
mendation risks dynamiting a 
smooth transition to Emu. 

The same considerations apply 
to Germany, where public opin- 
ion towards exchanging a proven 
D-Mark for an untested euro 
oscillates between hostility and 
resignation. “The Germans have 


Lionel Barber warns that as the European Union enters 
the post-Maastricht era, the true. test is about to begin 



realised that opposition to the 
euro is futile,” says a Commis- 
sion official. “TTie government is 
looking for arguments to defend 
the decision to the public.” 

That is why Mr Kohl has 
invited the Bundesbank to pro- 
duce its own report, a sly man- 
oeuvre aimed at drawing the cen- 
tral bank into the collective 
exercise. The Bundesbank assess- 
ment will be delivered to the 
Bonn government on Friday. And 
thpugh there is dark muttering 
about a possible minority report 
from Bundesbank “backwoods- 
men". it is the ward of Hans TTet- 
meyer, the bank's president, that 
counts most And be has put his 
signature on the emi document. 

So much for the politics. The 
outstanding economic question is 
the degree of real convergence 
between the de facto single cur- 
rency bloc built around the 
D-Mark and the new converts to 
the German stability culture 
from the south; and whether this 
convergence is sustainable. 

The Commission will publish 
dazzling graphics today to show 
that convergence is real and that 
no one is playing fast and loose 
with the treaty. This reflects the 
need for a watertight defence 
against legal challenges, notably 
an action pending before the Ger- 


man constitutional court arguing 
that in effect Emu would be 
unconstitutional. 

The EMI has avoided mating 
individual assessments of each 
country in recognition that the 
final word lies with the Commis- 
sion and EU leaders. The debate 
has revolved around the interpre- 

Ttie scope for 
misunderstanding 
and conflict in the 
post-Emu world 
remains as live 
as ever 

tatton of the four main Maas- 
tricht criteria: 

• Price stability. Member stales 
need to show an average rate of 
inflation that does not exceed the 
best three performers by more 
than 1.5 per cent By the end of 
last year, the average rate of 
inflation in the EU was about 2 
per cent, easily enough far Emu 
aspirants to qualify. 

• Exchange rale stability: coun- 
tries are required to observe the 
“normal” fluctuation bands 
within the European exchange 


rate mechanism for at least two 
years, without devaluing against 
the currency of any other mem- 
ber state. 

In strict terms, Finland, which 
joined the ERM in autumn 1996, 
and Italy, which rejoined the 
ERM in November 1996, have not 
served their two years' probation. 
But their currencies have been 
stable and the interpretation of 
the provision is open to dispute, 
following the suspension of the 
old “wide band” ERM in August 
1993. 

The one concern for the UK - 
which along with Denmark and 
Sweden is staying out of the first 
Emu wave - is that the Conunis- 
si on is Hkely to Insist that ERM 
mem ha-ship is a pre-requisite for - 
joining the euro - a fact under- 
lined by Greece’s decision to join 
the ERM this month. 

• - Sustainibility of pablic 

finances. The public deficit 
should be at or close to 3 pa cent 
of GDP, barring temporary or 
exceptional circumstances. 

In 1997, all countries moved 
mountains to hit the 3 per cent 
target and all countries, barring 
Greece, reported last month that 
they had succeeded. The recovery- 
bolstered their efforts, but so did 
a series of one-off revenue-gener- 
ating measures such as Italy's 


OBSERVER 


Middelhoff’s 
Random coup 

To hear Bertelsmann executives tell 
ft, Thomas Mlddeihaff has. 
single-handed, prised one of the 
Jewels of the publishing world from 
the media empire of brothers S.l. and 
Donald Newhouse 

The 44-year-old heir apparent at 
the private German company was 
cfispatched to New York last summer 
to I earn more about a market 
Bertelsmann believes will play a big 
part in its future. It didn't take him 
long to pounce: friends say ft was at 
the 70th birthday bash for S.I. last 
November that Mlddelhoff floated the 
audacious idea that the American 
media mogul should sell Random 
House, whose publishing Imprints 
Include some of the most famous 
names in the business. 

Mlddelhoff had already done the 
rounds of the American media elite, 
including meeting Sumner Redstone 
and Rupert Murdoch, both of whom 
are widely thought to be considering 
selling large book publishing 
businesses. The publishing world had 
not guessed, though, that Newhouse 
would be first to sell. 

Just why the Newhouse family 
decided to qut after 18 years In 
book publishing is lees dear. 

The estimated price tag of $l.5bn 
or more would no doubt come in 
handy If, as reported, the family 
faces large estate duties. There have 
also been signs of the Newhouses 
adopting a more hard-nosed attitude 
to a media group known more (or its 
glamour than Its profits. 


The chronically unprofitable New 
Yorker, ecfited by Tina Brown, Is 
being combined with other magazine 
activities. And Tina's husband, 

Harold Evans, left Random House's 
hard-cover imprint last year after 
racking up as much fame far Ns 
large advances as far Ns publishing 
coups. It sounds suspiciously like the 
end of an era in the glittering New 
York publishing world. 


Pay cut 


PepsiCo boss Roger Enrico Is Joining 
Hie US boardroom fashion for 
philanthropy. He's cutting his salary 
from $900,000 a year to $1, giving 
the balance to fund scholarships far 
children of employees earning under 
$60,000 a year. The son of a 
blue-collar worker from Chisholm, 
Ullnds, he got Ns own cofiege 
education through a scholarship. 

"My father worked on the front line 
aU his life - in an iron ore processing 
plant I know what a difference he 
made," says Enrico In a letter to 
employees of the US soft drinks and 
salty snacks outfit “I also know how 
much rt meant to him when l 
received a scholarship that enabled 
me to go to college." 

Enrico isn’t the only top American 
boss keen to give up Ns riches. John 
Malone, the Denver-based boss of 
Tde-Communksatlons Inc, the 
biggest us cade TV group, has set 
upa$l.5bn family foundation to 
benefit education, which will be 
endowed with most of his 42m 
shares in TCI. Fellow cable king Ted 
Turner says he will give $ibn over 10 
years to the UN. 


Enrico should be able to scrape by 
on Ns annua! bonus, which came to 
$1.8m last year. 

Crude tactics 

Venezuelan energy minister Erwin 
Arrieta cant have enjoyed his 
weekend in Saudi Arabia, where he 
grudgingly agreed to reduce oil 
output by 200,000 bands per day to 
help boost oil prices. 

He's celebrating his return by 
having a go at the media far 
publishing false Information to . 
manipulate the oil price. He says an 
allegedy false news agency dispatch 
reported a tiff between Venezuela 
and Saudi Arabia, resulting In a drop 
in oil prices. "An Important buyer" 
bought in, says Arrieta, then sold 
when another wire report about the 
health of King Fehd - again allegedly 
erroneous - sent the price 141 again. 

But by the time Arrieta set off for 
Riyadh, Luis Gusli, the head of 
state-owned Petrdleos de Venezuela, 
had acknowledged what the world 
had long suspected - Venezuela was 
producing well over its Opec quota. 
Nonetheless, Arrieta insisted flex’ 18 
months that Venezuela was abiding 
by its quota That sounds 
uncommonly like giving false 
information about ofl output. 

Folding papers 

Small doesn't mean beautiful for the 
Liberian press. It's not a huge 
industry, some titles appear 
Irregularly, and most aeti wide- 3,000 
copies. Now the government has 
banned any media organisation that 


cant prove it has 5104)00 In the 
bank and any newspaper with a dally 
efreufation of less than 4,000. 

In case that doesn't solve 
whatever the authorities conskfa- to 
be the problem, the information 
ministry says it can shut any paper 
"used against the state to cause 
chaos, disharmony, public dbsordet". 
Unfair reporting is also cause for 
closure. Newspapers are planning to 
contest the new laws In cout They'd 
better be careful what they write 
about the case. 

For example 

There’s a bit of jealousy In Bucharest 
over the goings-on In Moscow. 
Romanians are fed after months 
of infighting in premier Victor 
Cbrbea’s coalition: meefiation by 
president Emil Constantlnescu has 
failed to produce anything 
resembling order. 

Yesterday’s Romanian press was 
quick to report Boris Yeltsin’s 
sacking of the whole Russian 

government - and to demand that 

Constantlnescu follow ail 

Legal sense 

The US Supreme Court this week 
rejected a Florida woman's case that 
she had a constitutional right to work 
as a prostitute. Meanwhile fn New 
York, a Jury threw out an attempt to 
sue supermodel Cindy Crawford far 
$2m after a woman hurt her ankle 
following Crawford's gyrations on a 
work-out video. 

Maybe the American tide fa at last 
turning against sflly litigation. 


Euro-tax and the French govern- 
ment's use of France Telecom’s 
pension liabilities, which cut the 
deficit by 0-5 per cent 
• The ratio of public debt to 
GDP should not exceed 60 per 
cent - unless it is sufficiently 
Himinighinff and approaching the 
reference value at a satisfactory 
1 pace. The interpretation of this 
last criterion has caused the most 
controversy among central bank- 
ers and the Commission. 

Mr Tietmeyer, leading a group 
of hardliners, says it is difficult 
to argue credibly that Belgium 
and Italy have met the target 
Their debt, though diminishing, 
is still twice the Maastricht leveL 
The fact that Germany's debt has 
been edging upwards, largely 
because of the costs of unifica- 
tion, has not diminished Mr Tiet- 
meyer's appetite for a fight 

The Belgians have countered 
that their economy is strong 
e no u gh to sustain a high level of 
debt, and that the country’s bard 
currency policy and high primary 
surplus supports their case. The 
Italians have been equally 
robust, resisting pressure for a 
commitment to a 10 -year debt 
reduction plan. 

In a final bid to overcome Ger- 
man (and Dutch) misgivings, the 
Rome government has produced 
a draft budget for 1999 and per- 
spectives for 2000 and 2001, 
including a commitment to use 
any additional marg in of man- 
oeuvre to cut the structural debt. 
This would offer hope of reducing 
Italy's stock of debt to about 100 
per cent of GDP by 2003. 

Bnrm remains rm satisfi ed Last 
weekend, at a meeting of fellow 
EU finance ministers in York, 
England, Theo Waigel. Ger- 
many’s finance minister, 
announced a five-paint plan to 
accelerate debt reduction and 
tighten budgetary discipline 
among the Emu bloc countries. 

Most countries paid lipeervice 
to Mr Waigel 's initiative. But his 
call to correct unexpected bud- 
getary shortfalls and to use wind- 
fall surpluses for debt repayment 
could create tensions. Unease 
could be particularly marked in 
France, where the Socialist gov- 
ernment has never been enam- 
oured of a mechanical approach 
to fiscal discipline and would pre- 
fer to use budgetary savings to 
tackle the problem of chronic 
unemployment. 

This is where Emu could came 
unstuck. For while the question 
of which countries qualify for the 
single currency seems a forgone 
conclusion, the scope for misun- 
derstanding and conflict in the 
post-Emu world remains as live 
as ever. 

Alexandre Lamfalussy, the for- 
mer EMI president, believes that 
the greatest risk is not the well- 
documented asymmetric policy 
shock such as an oil crisis which 
affects different regions of the EU 
in differing ways. 

The more serious risk, he says, is 
that EU governments will be 
tempted into asymmetric policy 
responses to deal with unemploy- 
ment and the reform of the wel- 
fare state. The commitment of 
the French and Italian govern- 
ments to introduce a 35-hour 
working week - in the face of 
stiff opposition from national 
employers federations - could be 
an indication of tensions to come 
over, far example, labour flexibil- 
ity. As if in reaction to this fear, 
at the weekend meeting in York, 
EU finance ministers agreed to 
co-operate even more closely on 
budgetary, tax and other eco- 
nomic policy. 

. Today’s reports show that 
Europe is soon to enter the post- 
Maastricht era. After the first few 
nerve-jangling moments of single 
currency lift-off, the real test will 
begin: getting the euro into orbit. 


100 years ago 

Scandal In America 
An American has actually been 
found who, although engaged 
diving the past twenty-five years 
In printing railway tickets, has 
never requested or accepted a 
railway pass. In a country where 
"deadheads" abound on every 
train, the dfaccwery may wefl be 
regarded as phenomenal. The free 
pass system on many of the 
American railroads was. In the 
past at any rate, a crying scandal. 
The story fa told of a certain 
iegistator who received a wire 
Informing him that his wife was 
dangerously St. He rushed for the 
train, only to find that he had 
forgotten his pas* He was In 
despair until the Inspector 
reminded him that he coidd 
purchase a ticket "Great Scott, I 

nevw thought of that," exefamed 
the relieved legislator. 

50 years ago 

Crisis In Italy 

Milan. March 24th. The situation 
throughout the whole of Italy la 
becoming tenser hotr by hour. 
The lack of newspapers is 
becoming dangerous, as often the 
wildest rumours are spread and 
befieved. Ute last night serious 
rioting broke out In Milan. Three 
U.a newspaper reporters were 
besieged by an angry crowd of 
Communists for faking pictures of 
the rioting. The Communists are 
spreading rumours of the landing 
Of American troops in Italy. 


1 
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Indecision in euroland 


The European Monetary Institute is 
expected to give Its blessing today to all 
Zl candidates for the single European cur- 
rency, so everything moat be fine. Well, 
not quite. Important iwnm remain unre- 
solved - notably, what will happen If a 
hanking crisis hits euroland? There is, 
admittedly, no sign of such a crisis. But 
the .notion is not so crazy. The euro’s 
launch win expose protected and ineffi- 
cient banking industries to competition. 
Add to that a one-slze-fits-ail monetary 
policy that could exacerb a te booms an ri 
busts in peripheral countries, and some 
banks could be vulnerable. 

Of course, there is nothing wrong with 
a few banks going to the wall Indeed, it 
could be salutary. The problem would be 
If a panic ensued, engulfing even sound 
Institutions in a liquidity crisis. The tradi- 
tional remedy is for the central bank (or 
allied institution) to act as a lemriw of last 
resort But herein lies the rub. Under eco- 
nomic and monetary union, the European 
Central Bank may not have the desire to 
perform this role, particularly If problems 
are localised, on the grounds that the 
common purse should not be used to bail 
out the foolhardy. But national central 
banks may no longer have the authority 
to supply limit less liquidity to their local 
banks either. An affective response could 
slip between the bureaucratic cracks. 

One reason why there Is no clarity an 
what would happen is that different 

rmtinmnl central hanks Hava ran fli rtin g 

views. The Bundesbank Is uneasy with 
the Idea of a tender of last resort per se, 
fearing it ocourages foolish behaviour; 
others are reluctant to force the issue 
until the single currency is up rim, 
ning. There is even a theory that the 
institutional framework w£H develop only 
when there la a crisis. But that is asking 
tor trouble. Surely one lesson of Asia's 
flnanrifli crisis is the need to be weQ pre- 
pared. Any dear procedure would be bet- 
ter than a vacuum. 

South African Breweries 

Unbundling is spreading like a brush- 
fire through corporate South Africa. Hard 
on the Heels of big deals in the mining 
and Rnanrp sectors, the country’s premier 
blue-chip Industrial company is now plan- 
ning to prune its portfolio. South African 
Breweries’ announcement underscores 
the lWHYiwitirm unbundling now has. The 
pressure on laggards, and there are many. 


South African Breweries 
Staa prim rattBw to tha JSE Own! 
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to change is building inexorably. Still, tor 
SAB, it remains very much a first step: 
the four disposals under discussion 
Involve lees than- 2 per cent of SAB's 
RSObn market capitalisation. It fails well 
short of - embracing the idea that focus 
Involves selling even good businesses if 
they are non-core. Hence there is no men- 
tion of SAB’s holdings In Edgars and 
Plate Glass, respectively clothing and 
glass businesses. 

Shareholders should put pressure on 
SAB to take this next step and focus on 
its core businesses. Its brewing prowess is 
undisputed its understanding of the 
developing consumer is a powerful com- 
petitive advantage. It has already expan- 
ded successfully in Africa, eastern Europe 
and China, and thi« part of the business Is 
sure to increase- in importance. This is 
especiafiy so with the government intent 
on tightening competition legislation. 
With over 80 per cent of the South African 
dear beer market, SAB will dearly be a 
prime target 

Transatlantic defence 

With the US government sinking its 
teeth Into the merger between Lockheed 
Martin and Northrop Grumman. General 
Electric Company’s chances of buying 
Into the US defence market have 
improved. Tasty defence electronics and 
radar morsels may be thrown across the 
Atlantic as the price of getting the merger 
approved. 

They would certainly be more palatable 
than mM-conglomerates with relatively 
small defiance businesses such as Litton 
Industries and ITT. Still, GEC would 
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r emain a relatively small player In the US 
compared with Boeing, Lockheed or Ray- 
theon. And the Pentagon might be reluc- 
tant to let a non-US company get its 
hands onrthe juicy prime contractor jobs. 

Nevertheless, having a credible US 
alternative should improve GEC’s negotia- 
ting position with European players. A 
more serious flirtation could flush out a 
good deal. 

Ideally, that would mean the French 
accepting a merger between GEC and 
Thomson- CSF on terms that allow the 
rationalisation of the combined business. 
Wielding the US option as a stiff stick in 
European restructuring negotiations 
should therefore enable GEC to drive a 
hard bargain for its shareholders. The 
same goes for British Aerospace. Cer- 
tainly, an array of choices would avoid 
the need tor a sub optimal merger between 
Britain’s top two defence groups - which 
would neither open up new markets nor 
offer big scope for cost-cutting. 

UK dividend yields 

So the dividend yield on the FTSE All- 
Share index is at its lowest levels since 
the First World War. That is a pretty good 
indication the market is overvalued, most 
would assume. The 2.77 per cent gross 
yield is received by few investors now 
that pension funds have lost their divi- 
dend tax credit With most getting their 
dividends net that leaves a yield of 2.85 
per cent. Assuming 2% per cent real 
animal dividend growth, in line with past 
economic growth, this would produce 
Inflation-adjusted total returns of under 5 
per cent. Given that index-linked govern- 
ment bands yield a touch under 3 per 
cent, the premium investors receive tor 
holding equities would be only 2 per cent 
That is almost certainly unsustainably 
low. 

It is, of course, possible to slice the 
figures differently. Low inflation and good 
supply-side policies may have pushed up 
Britain's underlying economic growth. 
And Britain's companies participate in 
faster growth elsewhere. Moreover, divi- 
dends may be able to grow fester them the 
economy: conceivably, profits may gobble 
up an Increasing proportion of the eco- 
nomic pie. 

Add all that together, and real returns 
could scrape to 7 per cent - giving a 
healthy 4 per cent premium over bonds. 
Still, all that looks pretty optimistic. 
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Europe today 

South-eastern Europe wll be cold 
with thunderst o rms over Italy 
spreading eastwards across the 
eastern Me d tar ran a an . Flooding 
wW be a threat, espedaHy In 
western Turkey. The Batons wffl 
have wintry showers but central 
Europe wifi be dry with sunny 
Intervals. The western Mediter- 
ranean wffl be fine with plenty of 
sun. especially across the faerlan 
Peninsula. Cloud and rain wM 
move Into north-w es tern Europe 
and Scancfinavta, turning to wintry 
showers over Noway. 

five-day forecast 

The eastern Mediterranean wflf 
have mors thunderstorms. It wffl 
stay cold but should become 
drier by the weekend. Rain wd 
move Into the Iberian Peninsula 
later In the week wfth north-west 
and central Birope see&tg flatter 
bands of rain at regular Intervals. 
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Developing countries may 
suffer private capital fall 


By Peter Montagnou, tab Bator 

Private capital flows to developing 
countries are likely to fell this year 
In the wake of the Asian economic 
crisis from the record of $256bn set 
in 1997, the World Bank says. 

The bank’s figures, in its annual 
analysis of Global Development 
Finance, show that private flows 
now vastly exceed official aid, which 
has been declining far many yearn. 

Official aid d id rise last year to 
$44bn from $35bn, mainly because of 
the international rescue package far 
Thailand. 

The World Bank says the Aslan 
crisis will lead to slower flows of 
capital through the international 
bond and equity markets. But it says 
this may be affeet to some degree by 
higher foreign direct investment, 
which accounted for 47 per cent of 
flows to developing countries last 
year. This may even increase In 1996 
as multinational companies seek to 
exploit low asset prices and produc- 
tion costs In Asia resulting from cur- 
rency devaluations. 

Hie prospects for capital flows are 
uncertain, however, and will depend 


on policy responses in the countries 
most affected by the crisis. With 
suitable corrective action the disrup- 
tion to capital flows should not last 
too long, the Hank says, noting the 
speed with which Argentina and 
Mexico were able to return to inter 
national capital markets after the 
1994-95 crisis. 

But the downside risks are consid- 
erable, the bank says, and there Is a 
chance that private capital flows will 
fell sharply. Continued devaluation 
in Asia will lower the competitive- 
ness of countries such as China, 

Whose n ™ - i u firipw have nMlntalnwl 
their parities. Intensification of the 
crisis could cause industrial country 
Stock markets to fell , n mrr m t i ng a 
“flight to quality", which would bit 
flows to emerging markets. 

International Hanks with exposure 
in east Asia could also be placed at 
risk, the World Bank says. The 
assets of banks from the leading 
Group of Seven industrial countries 
in the five Asian countries hardest 
hit by the crisis amount to 27 per 
cent of thar total capital 

For Japanese banks the ratio is 43 
per cent, although the overall share 


is Iowa: than the 60 per cent of capi- 
tal tied up in I iStin American loans 
by industrial country banks during 
» Hn» region's debt crisis of the 1980s. 

The World Bank says it is struck 
by the role played in the Asian crisis 
by a self-fulfilling loss of market con- 
fidence, Asian countries bad made 
themselves vulnerable by weakness 
In tbeir financial sectors, poor corpo- 
rate governance, failure to accom- 
pany financial liberalisation with 
better regulation and supervision, 
and by exchange rate regimes that 
encouraged external borrowing in 
liquid international markets. 

Lenders and credit rating agencies 
also felled to assess the situation 
properly, it says, but a big problem 
was the loss of confidence caused by 
lack of transparency, which pre- 
vented Investors from distinguishing 
between good and bad debtors. With 
this fector aggravated by substantia] 
uncovered foreign exchange expo- 
sure, currency depredation became 
self-perpetuating. 

Expert ernflts ifae, Page 4 
Psnoml vtow, Page 14 
Editorial Comment, Page 15 


Japanese property market ‘could 
still decline 9 , warns top developer 


By Man Tett 

and Pari Abrahams h Tokyo 

Residential property prices In Japan 
will continue to fell, one of the coun- 
try’s leading real estate developers 
has warned. 

Minoru Mori, president of Mori 
Building, said: “My personal opinion 
is that we have hit the bottom for 
commercial property prices but that 
residential property prices could still 
decline.’’ 

The comment could dent hopes 
that Japan is poised to see a long- 
awaited rebound in its property mar- 
ket, seven years after the collapse of 
the 1980s bubble. 

Although Mori Building is 
unlisted, it is one of Japan's few 
profitable building groups and has 
successfully forecast several turning 
points in recent years. 

Mr Mori also predicted a key 
annual survey from the National 
Land Agency tomorrow, which is 
conducted every January, would 
show a further fell in property 
prices. 1 think the decline is in sin- 
gle digits,” he said. 


Hong Kong property 
market gets a lift 

Hong Kong’s mortound real estate 
market was buoyed by welcome news 
yester da y as two plots of government 
land fetched higher than expected prices 
at auction. 

The news lifted prices on the local 
stock exchange at the end of trading. 

Page 8 


The weakness of the property mar- 
ket Is a blow to the Japanese govern- 
ment because the real estate sector 
is considered to be an important 
influence in dragging tHa economy 
down and creating the banking sec- 
tor’s bad loans. 

In the last six years property 
prices have feHen every year, leav- 
ing commercial prices in Tokyo 
some 70 per cent below their peak. 
Last year the NLA survey showed 
residential prices fell L6 per cent in 
the capital and 7.8 per cent across 
Japan as a whole. 


The government had hoped that 
the property market was finally bot- 
toming out. These hopes had 
attracted foreign investor interest. 
"Many inquiries have came from US 
institutional Investors recently who 
think that the prices have gone to 
the bottom,” Mr Mori said. 

However, recent quarterly NLA 
surveys have suggested that the 
decline In residential property prices 
actually accelerated, not slowed, 
recently, while commercial prices 
continued to fefi. So far US buyers 
have concluded few significant 
deals. 

"US investors want immediate 
profits. They can't wait three or four 
years . . . apparently they have not 
found anything very satisfactory 
yet," ~Mr Mori said. He blames this 
partly on the country's land laws, 
which divide properties Into small, 
unprofitable parcels which are com- 
plex and time-consuming to develop. 

Nevertheless, Mr Mori said rents 
for prime sites in central Tokyo woe 
now rising. Vacancy levels in the 
Mori Building portfolio in the area 
had fallen to 3 per cent 
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4. To discuss the appropriation of 
I the profit 

5. To discuss the discharge of the 
M t iu pmwit Board and d 1 * 
Supervisory Boud 

6. To discuss the report on the 
influence of capital providers 

7. To discuss the propapl to alter 
the Anselm of Asso rin hm 

& To discuss the compasiriou of . 
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Board 
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Association 
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INSIDE 

Continental takes global strategy 

Sines Hubertus van 
GrQnberg (left) became 
chalm&ri in 1991 , Conti- 
nental, the German tyre 
manufacturer, has 
achieved a remarkable 
turnaround. The compa- 
ny’s transformation has 
came partly because pro- 
duction Is being moved 
from western Europe to 
cheaper sites In eastern 

Europe, Latin America and 
Asia. Last week it announced a 67 per cent Increase 
to net Income to 1997 to DM322m (Si 77m). Page 19 

Hindalco plans aluminium expansion 

Hlndalco Industries, India's second largest aluminium 
producer, plans to build a greenfield aluminium com- 
plex In the eastern state of Orissa. The growing mid- 
dle class, an expanding car sector and plans for a 
national power transmission network wtn ensure 
growth in aluminium demand of 8-9 per cent a year in 
India. One analyst says Hlndatoo’s decision Is “the 
right move at the right time". Page 23 

Sceptical Kiwis lack confidence 

New Zealand Investors are steadfastly Ignoring last 
week's surprise attempt by Don Brash, the Reserve 
Bank governor, to relnvlgorate the economy by eas- 
ing monetary policy. After an Initial surge, equities 
have resumed their recent pattern of dufl trading. The 
lack of progress reflects continuing low levels of 
national business and consumer confidence. Page 38 

Diamond mining licences refused 

The Indian state of Madhya Pradesh has rejected 
bids from De Beers and Rio Tirrto for licences to 
explore and mine what many believe Is a diamond 
hot spot Madhya Pradesh said the bids ware 
rejected because neither De Beers nor Rio Tirrto 
would actoere to the state's preconditions. Page 28 

Market awaits Euro report 

The publication today of the European Monetary Insti- 
tute's report on economic and monetary union left 
foreign currency markets on hold. The report will 
make recommendations on the efforts towards con- 
vergence made by aspiring members of the European 
single currency. But analysts said there was only a 
slim chance of it having a dramatic Impact Page 27 

Russian eurobond in demand 

Investors took Monday's sacking of the Russian gov- 
ernment to their stride when they rushed to buy the 
country's latest DM1 25bn ($ 680 m) offering of seven- 
year eurobonds. Page 26 

Oil falls as traders pause for breath 

World ofl prices fell ye s terd a y after jumping more 
than $2 a barrel on Monday. Traders said the market 
was pausing for breath after reacting to the weekend 
deal between ofl producers to cut output- Page 28 

Europe continues record ran 

Another set of records across Europe i refloated that ft 
would take some remarkably bad news to halt the 
global bull market in equities. Page 38 
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Roche surprises with $4.2bn charge 


By WDEam Hall in Zurich 

Roche, Switzerland's second 
biggest pharmaceutical com- 
pany, surprised the stock mar- 
ket yesterday by taking a 
SFr6.3bn ($4-2bnl charge partly 
to cover costs related to Its 
SPrisbn acquisition of Cor- 
ange, owner of the Boehringer 
Mannheim diagnostics and 
drugs business. 

The charge was more than 
four times higher than expec- 
ted and reflected Roche's deci- 
sion to take a SFr4.45bn charge 
against 1997 income for the 
costs of “acquired in-process 
research and development" at 
Corange. 

Henri Meier, chief financial 
officer, said that in the past 
Roche would, have charged 


Swiss pharmaceuticals company reports accounting 
loss of SFr2bn to cover costs of Corange acquisition 


these costs to shareholders* 
funds but following a change 
in international accounting 
rules in 1995 it had changed its 

accounting treatment. 

Mr Meier said he believed 
Roche was the first large drugs 
company to follow this course. 
Roche said that in purchasing 
Corange it had acquired a 
“number of promising prod- 
ucts and systems for further 
development. Their value was 
determined and a portion of 
the purchase price was paid 
for them." 


Research and development 
costs for Roche's own projects 
are charged against income for 
the reporting period in accor- 
dance with international 
accounting standards. Roche 
said there was “no basic differ- 
ence between such costs and 
costs related to acquired 
research and development pro- 
jects". and as a result it had 
taken a charge against 1997 
income in accordance with its 
own accounting policies. 

Rene Nordrnann, of Bank Sal 
Oppenheim in Zurich, 


described the restructuring 
charge as “very positive" 
because it would mean smaller 
goodwill writedowns in future 
years. However, other analysts 
were less complimentary about 
what they regarded as a “very 
liberal” interpretation of inter- 
national accounting rules. 

Genghis Lloyd-Harris, .of 
Credit Suisse First Boston in 
London, estimated the write- 
offs would have the effect of 
boosting future earnings per 
share by 5 per cent because it 
would reduce the annual good- 


will amortisation by an esti- 
mated SFr222m a year. 

Stewart Adkins, of Lehman 
Brothers, said it would boost 
his estimate of Roche's 1998 
earnings per share from 
SFrt70 to SFT487. 

Roche charged another 
SFrl.3bn for the costs of integ- 
rating Corange and Taste- 
maker. a recently acquired US 
additives business, and 
SFr565m for restructuring its 
own pharmaceuticals business. 

Roche said it bad launched a 
“Pharma Performance Initia- 


tive” in response to structural 
changes in the pharmaceuti- 
cals Industry fl »rt costs pres- 
sures. It said the charges 
would “strengthen Roche’s 
near-term and long-term posi- 
tion in an increasingly compet- 
itive market environment". 

As a result of the charges 
Roche reported an accounting 
loss of SFriLOSbn. Net income 
before special charges rose 10 
per cent to SFr4J28bn, and the 
company raised its dividend 
for the llth year in a row with 
an 11 per cent increase to 
SFr83 per share. 

Roche's results were 
announced after the close of 
the stock market. Its non- 
voting certificates, its most 
widely quoted security, dosed 
SFrllO lower at SFrl6,460. 


London-based equity derivatives 
arm to go in ING Barings revamp 

Investment bank focus to shift away from emerging markets 


By Clay Harris, 

Banking Correspondent 

ING Barings is to close its 
London-based equity deriva- 
tives business as part of a 
re-organisation that gives pri- 
ority to its investment banking 
activities in western Europe at 
the expense of emerging 
markets. 

The shake-up precedes next 
week's ann ouncement of 1997 
results by ING, the Dutch par- 
ent financial services group. 

It follows a cut last month In 
Barings' activities in Latin 
America and tensions over 
1997 staff bonuses. 

The retrenchment had raised 
questions about ING's commit- 


ment to the bank which it res- 
cued three years ago after 
derivatives trading by Nick 
Leeson brought its collapse. 

Axjun Mathrani, ING Bar- 
ings' chief executive, said 
these concerns were 
“unfounded". ING was “com- 
mitted to corporate and invest- 
ment banking". He said ING 
Barings remained committed 
to emerging markets, includ- 
ing Latin America, but its 
focus had been “rebalanced" In 
favour of Europe. 

Jeremy Palmer, head of 
Asian operations, has been 
appointed head of equities and 
Investment banking. He will 
lead Project Europe, ING's 
investment banking initiative 


in the region. The changes 
would eliminate most of the 
200 worldwide jobs in the 
equity financial products 
group which were based in 
London, Mr Mathrani said. 

The group would be wound 
down with the help of a second 
derivatives business, which 
would continue to be run by 
the bank’s Amsterdam-based 
treasury operation. The 
Amsterdam operation, focused 
on countries in the Organisa- 
tion for Economic Co-operation 
and Development, required 
less capital than the emerging 
markets oriented London busi- 
ness, he said. 

The hank also announced a 
structure to improve manage- 


ment accountability. It will be 
based on three regions, Asia, 
the Americas and Europe, Mid- 
dle East and Africa, and three 
product areas: equitiesfin vest- 
ment b anking , treasury and 
emerging markets, high yield- 
debt/derivatives. 

Yesterday’s shake-up, how- 
ever, does Dot necessarily com- 
plete the changes at ING Bar- 
ings. Mr Mathrani told staff: 
“There is no magic, ready- 
made, magical solution to oar 
current chaiieng EK. “Our path 
to greater profitability will 
involve a series of discrete, 
bite-sized management and 
restructuring initiatives." 

Lex, Page 16 



Aud chief executive Franz -Josef Paefgen yesterday announced a 29 per 
cent increase to pre-tax profits for the German car maker to a record 
DM1 .11 bn ($805m). He said the rise to sales and profits was likely to be 
repeated next year. Report, Page 20. Pieties Reuters 


Mexican bank law reform to ease rules on foreigners 

Unrestricted foreign ownership of local banks possible 

llnnrinn'n kn*t1r4nre lntirr wi-iTl liA ^ * 1 HnnCT TflATO UmiifHtTr ffl YlflnV. 


By Leslie Crawford ta Mexico City 

Mexico's hanking laws will be 
reformed to allow unrestricted 
foreign ownership of domestic 
banks, banking regulators said 
yesterday. President Ernesto 
Zedillo will send a draft bill 
proposing the elimination of 
all curbs on foreign ownership 
of financial institutions to 
Congress in the next few days. 

The National Banking and 
Securities Commission 
announced one element of the 
proposed reform yesterday. 
Foreigners will be able to buy 
A shares in Mexican banks. 
The shares have full voting 


rights and currently can be 
held by Mexicans only. 

Bank shares rose on the 
announcement and led a rally 
on the Mexican stock 
exchange, whose index had 
gained 4.9 per cent by mid-day. 

Banking regulators said the 
legislation is aimed at 
strengthening the depleted 
capita] base of Mexican banks. 
It will introduce the most sig- 
nificant reforms to Mexico's 
finan cial system since h anking 
laws were hastily modified in 


19% at the height of Mexico's 
financial crisis to allow limited 
foreign ownership of Mexican 
financial groups. 

The 1995 reforms let foreign- 
ers buy small domestic banks, 
but it prohibited foreign con- 
trol of Ban am ex, Bancomer 
and Serfin, Mexico's three larg- 
est banks, which together hold 
more thap 50 per cent of the 
banking system’s assets. 

Banking supervisors said 
investors, foreign or Mexican, 
seeking to buy more than 5 per 


cant of a financial group would 
still require authorisation from 
the National Banking and 
Securities Commission. But if 
Congress approves the legisla- 
tion, foreigners will no longer 
be restricted by law to a maxi- 
mum 49 per cent shareholding 
in Mexico's three largest 
banks. 

The legislation appears tai- 
lor-made to allow an eventual 
foreign takeover of Serfin. the 
most troubled of the three big 
banks. In recent months. 


HSBC Holdings and JJP. Mor- 
gan acquired stakes In Serfin 
of 19.9 per cent and 8.6 per 
cent respectively. The Mexican 
government, which owns 32 
per cent of Serfin after inject- 
ing more than ¥450m in new 
capital to avert the bank's col- 
lapse, is understood to be keen 
to divest as soon as possible. 

Sahri Folch, director of secu- 
rities supervision at the 
National Banking and Securi- 
ties Commission, said the 
reforms would eliminate price 


differentials between foil vot- 
ing and other classes of share, 
bring more liquidity to bank- 
ing stocks, and should attract 
more foreign investment Into 
tbe Mexican hanking sector. 

He said the elimination of 
restrictions on the foreign 
ownership of A shares “auto- 
matically opens the possibility 
that any ftnanriai Institution 
In Mexico can be controlled by 
foreigners". 

He added that the changes in 
share-ownership would go 
hand in band with reforms 
that would lift the restrictions 
on foreign control of Mexico's 
three largest banks. 



BARRY RILEY 


Openings for closed funds 


Beleaguered British closed-end 
investment funds, known as 
investment trusts, are strug- 
gling to find a secure 
long-term role, while predators 
and dissatisfied investors com- 
bine to pick them off one by 
one. 

On Monday the Association 
of Investment Trust Compa- 
nies, tbe £60bn (?100bn) 
sector's trade body, privately 
staged a special strategic dis- 
cussion. 

Its committee members will 
have found some comfort in 
the recent narrowing of the 
average discount of share 
prices to underlying assets, 
down 2 percentage points to 
10.5 per cent in a month. Tbe 
j restructuring of several trusts 
has had an effect. 

It was the ballooning of that 
discount to, at worst, 14 per 
cent last September that set 
alarm bells ringing and alerted 
predators. 

This recent discount prob- 
lem is explained in several 
ways. There was excessive cre- 
ation of paper during the new 
issue boom in the early 1990s: 
investment performance has 
been generally indifferent: 
institutional investor support 
has dwindled: and investors 
are militant over “shareholder 
value". 

The case of the £200m Over* 
seas Investment Trust illus- 
trates several of these themes. 
The fund's investment perfor- 
mance has recently been unex- 
citing, with (as is typical of 
UK-based global managers? too 
much invested in the Far East 
and too little In the US. 

Its discount widened to 15 
per cent at one stage last year. 


One big institutional share- 
holder, Liverpool Victoria 
Friendly Society, changed its 
investment director and 
became a w illing seller of its 14 
per cent stake. 

The situation attracted Lon- 
don mar ket makers and New 
York arbitrageurs, and a provi- 
sional wind-up motion was 
forced through at a sparsely- 
attended annual meeting. Next 
week, shareholders are due to 
approve the trust’s break-up. 

Ls tbe game up for closed-end 
funds? Once, they could lan- 
guish for years on much bigger 
discounts than are now 
common. 

Yet tbe potential advantages 
of the closed-end format 
re main: the ability to Invest on 
a long-term basis in possibly 
illiquid assets, and to exploit 
gearing and multi-tier capital 
structures. 

Individual investors can 
retain their liquidity through 
share trading on the secondary 
market. But this circle can 
only be squared through the 
discount, now the Achilles’ 
heel 

Attempts to overcome this 
disadvantage through regular 
continuation votes and share 
buy-backs, or marketing cam- 
paigns to private investors, 
can only have limited benefits. 
If taken too far they turn 
investment trusts into quasi 
open-end funds, with all the 
latter's disadvantages of 
short-term horizons and high 
costs. 

It is not obvious, either, that 
the current vogue for packing 
boards of trusts with indepen- 
dent directors wQl prove pro- 
ductive. 


The sector needs the support 
of strong fond management 
groups, but these may decide 
the quality of the business ls 
declining as management con- 
tracts are shuffled at an 
increasing rate, even though 
the houses that are currently 
gaining contracts - such as 
Invesco - will temporarily ben- 
efit. 

At the Overseas Investment 
Trust shareholders are throw- 
ing away several percentage 
points of assets in fees and 
transaction costs, plus the ben- 
efit of a minority stake in the 
management company (part of 
Morgan Grenfell). 

Moreover, private sharehold- 
ers are liable to capital gains 
tax in a way that predators 
operating through offshore 
vehicles are not. 

There is a case for arguing 
that a clear majority of all 
shareholders must approve 
break-up plans. Certainly, 
closed-end funds need to find 
an investor base (if there is 
one out there) prepared to 
make a clearer long-term com- 
mitment. 

There are sectors such as 
venture capital funds where 
the closed-end format has obvi- 
ous advantages. Tbe particular 
current challenge, however, is 
that most niches on which 
trusts have focused - such as 
emerging markets or small 
companies - are in the dot 
drums. 

In fact, in a global stock 
market led by megacap blue 
chips closed-end funds are 
surely doomed to shrivel, 
because In such conditions 
they lack advantages over 
open-end competitors. 
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LIFE ASSURANCE ANALYSTS BELIEVE THE SOUTH AFRICAN GROUP IS LOSING ___ 

Sanlam earnings decline 31% to R1.18bn 





By Victor Ma Bet 
m Johannesburg 

Sanlam, the South African 
mutual life assurer pla nnin g 
to demutualise and list on 
the Johannesburg Stock 
Exchange this year, yester- 
day announced a 31 per cent 
fall in net earnings to 
R1.18bn ($237m) in 1997 from 
R1.7lbn In 1996. 

The group blamed most of 
the decline on new account- 
ing policies, chang es to actu- 
arial valuation assumptions 


and a higher tax charge. But 
analysts said it had also 
been losing market share in 
recent years to rivals such 
as Liberty Life. “It’s going to 
be quite a tough sell," said 
one analyst in Johannesburg 
of the proposed flotation. 

Sanlam acknowledged that 
it had been hit by a smaller 
than expected rise in the vol- 
ume of individual recurring 
business, by problems at 
Sanmed. its medical arm. 
and by lower investment 
returns from local markets 


towards the end of the year 
because of the knock-on 
effects of the south-east 
Asian financial crisis. 

Sanlam said it invested 
heavily in information tech- 
nology to improve its 
operations and distribution, 
incurring costs which would 
lead to higher productivity 
in future years. 

Marinus Daiing. executive 
chairman, described 1997 as 
a year of “consolidation" and 
said Sanlam s priorities this 
year would be to improve 


service and re-establish San* 
Jam as a leading brand in 
financial services to improve 
profitability. 

"There were areas in our 
business which required our 
particular attention. Correc- 
tive action is being taken 
and substantial progress has 
already been made to 
address the underlying 
causes." Mr Daiing said 
demutualisation was “the 
most exciting development 
in Sanlam 's history"’ and 
would enable the group to 


become a “world-class finan- 
cial services group". 

Premium income 

increased 18 per cent to 
R21.97hn from R18.62bn. 
while total assets under 
management were 
R164.98bn. up 10 per cent 
from the previous year's 
Rl50.35bn. Operating profit 
rose 9.3 per cent to Rl.Olbn 
from R921 hl Sanlam 's free 
reserves rose 13 per cent to 
Rl0.3Sbn from R&21bn. 

Mr Daiing said the 
accounting changes with 


regard to earnings meant 
San lam's accounts more 
closely reflected interna- 
tional" standards and were 
more prudent. Without the 
changes, net earnings would 
have fallen 16 per cent to 
Rl.35bfl from Rl-Slbn. 

• Old Mutual, Saniam’s 
larger rival, which is plan* 
sing to demutualise next 
year, hag appointed Merrill 
Lynch as its financial 
adviser, it b as chosen Tillin- 
ghast-Towers Perrin as its 
actuarial adviser. 




Bertelsmann purchase set to open a whole new chapter 

Acquisition of Random House may provide the scale needed to fight the squeeze on profits that has hit the publishing industry 


T he New York book pub- 
lishing business seems 
to be falling Into foreign 
hands. 

The prospect of of one the 
city's proudest industries 
passing out of local control 
would normally prompt cries 
of indignation from the 
city’s media elite. But, after 
the battering that non- 
specialist publishers have 
taken in recent years, a 
sense of resignation has set- 
tled over literary circles - 
who knows? The arrival of a 
German owner may breathe 
new life into the business. 

That has been the early 
reaction to the surprising 
news this week that Bertels- 
mann. the world's third larg- 
est media group, was to buy 
Random House - whose 
authors include John le 
Carre, Norman Mailer and 
Colin Powell - for more than 
of S1.5bn. 

The New York publishing 
industry had focused its 
attention elsewhere - on 
Viacom's plans to sell the 
educational publishing 
operations of Simon & 
Schuster and its Macmillan 
imprint, or on whether News 
Carp would dispose af Har- 
perCollins. That Advance 
Publications, the private 
company controlled by the 
Newhouse family, would 
decide to sell Random House 
was something nobody 
expected. 

For the publishers of trade 
books, the least profitable 
part of the industry, the 
news is welcome. Caught 



between the discounts 
demanded by a new group of 
powerful retailers on and 
escalating advances for the 
best-known authors, publish- 
ers have had a miserable 
time. 

“Compared with the rest 
of the [entertainment] indus- 
try, they are the least profit- 
able of the content busi- 
nesses,” says Peter Krelsky, 
a vice-president at Mercer 
Management Consulting. 

Bertelsmann's purchase of 
Random House represents 
two solutions to the chronic 
squeeze on profits. 

First, It will bring the 


scale both to cut unit costs 
and drive a harder bargain 
with both retailers and 
authors' agents. 

When combined with the 
German .company’s own 
North American book pub- 
lisher, Bantam Doubleday 
Dell, the operation will 
account for an estimated 
$i.9bn of sales of so-called 
trade books in the US - the 
general titles sold through 
bookstores. That amounts to 
one-third of trade book sales 
annually in the US. or 10 per 
cent of all books sold, 
according to Subtext, an 
industry publication. 


Peter Olson, head of 
Bertelsmann's North Ameri- 
can publishing operations, 
says he has already moved 
to reassure giant book retail- 
ers such as Barnes & Noble 
that amassing a publishing 
business of this size will not 
change the balance of power 
in the industry. 

However, the growth of 
such retailers, and the rapid 
consolidation that has left 
only a handful of nationwide 
wholesalers, are among the 
factors that have “put pres- 
sure on profitability" and 
prompted the acquisition, he 
adds. 


Other US book publishers 
hope this will bring a shift in 
the balance of power and 
prompt a serious challenge 
to to their earnings: the abil- 
ity of retailers to return as 
man y unsold books as they 
want without penalty. 

The Authors' Guild, which 
represents many American 
writers, fears that Random 
House will use its new-found 
muscle to force through 
lower advances - something 
that is already happening, 
with a number of publishers 
turning their backs an the 
giant advances needed to 
attract the biggest names. 


Net earning 
FRF 7.9 billio 



■ Revenue; consofidaeed revenue ruse 12.3%. to FRF 364.4 bason. 
On a comparable basis (constant currency, accounting method and 
structural basfej. revenue growth reached 8.79fc. Growth was partkuteriy 
sold in fife insurance and financial services. In property-casualty and 
reinsurance, revenue was stable. 

Breakdown of Consolidated Revenue by Business 
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Financial services 
and holding 
companies 


■ Gonsotidated Net Income: I 997 net income. Group share totaled 
FRF 7.92 bdfion, confirming the improved prolteMriy of the insurance 
and asset management businesses communicated far the first half of 
the year. Net earnings per share reached FRF 24.34. an increase of 
19.5%. The Increase in fully diluted earnings per share, i.e. taking 
Into account convertible bonds redeemable in stock and subscription 
options, efimbed 24 7% versus the previous year to FRF 22.84 This 
exceeds the Group's target of an average of 1 5% a year for the 
1 996-2000 period. 

Consolidated Net Income, Group Share by Line of Business 
pnmttonsatFRFi 


■ ftropertycasuaty insurance operations contributed FRF 2.359 Mfton 
to consolidated net Income. Group share, maintaining its underwriting 
results and cost-control efforts under adverse marver conditions In 
addition, investment results were good m most countries where the 
Group operates. Europe contributed FRF 2.662 billion to this total, 
including FRF 1.2 M billion for France and FRF 650 million and 
FRF 516 miffion for Belgium and Germany respectively Gome activities 
made a negative rorunbunon to consokdated net income notably direcr 
insurance, due to high development costs, and Asian businesses, where 
equity portfofro values were reduced to reflect the general decline in the 
region s markets 

■ The increased contribution from reinsurance operations was 
stgntficanc. reaching FRF 8 1 3 mlfior. buoyed by satisfactory investment 
results and die absence of any major claims 

■ The financial services contribution rc> consolidated net income. 
Group share totaled FRF 2.4 1 5 btllion The American financial services 
contribution increased by 90*10. to FRF I 742 billion, in an extremely 
bullish market context 

The financial services contribution from other countries was 
FRF 673 million, including FRF (87 million from asset management 
FRF 145 million from real estate and FRF 34 1 million from other 
financial services. 

The Group attained 1 1 .2% return on equity in 1 997. reaching 
the objective it had set for 1 998 one year ahead of schedule. 
This puts it well on track for its medium-term target of 1 5%. 

Assets Under Management Return on Average Equity 
fn oauam cl FRF) before na ^Xi/ne ^proprvioon 

3.020 11.2% 
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|l | AXAS/Vs net income for IW6 B gten lor (ntamaoon purposes only 


■ Life insurance operations contributed FRF 3.928 billion to net 
income. Group share, thanks to business growth and satisfactory 
mvestment resuta. Europe contributed FRF 3-2 IS billion of the total, 
including FRF 1.314 t5fllionfonheUK.FRF812mffion for France, and 
616 million For Belgium. The contribution from US life Insurance 
operations efimbed to FRF 379 million, from FRF 1 43 milnon the prior 
year. National Mutual Asia contributed FRF 269 rrtffion. 


■ Dividend: fit the Ordinary and Extraordinary Meeting scheduled for 
6 1 99? at the Palais des OvTgrfc in Parjs, the dMdend amount and 

p^Kxrt date wrD be submitted to shareholders for approval. A dividend 
0fFRF9wS t?e proposed verSLEFI^ 7.50 for 1 996. an increase of 20% 
TTiecoi^wn detachment date is if May 1998. Incfixkng the tax credit: 

the total dividend amount o FRF 13.50. AXA's objective is to maintain 

its payout ratio at 35-40% of earnings. 

Net Dividend per Shane 9.55 

fhFKFI 735“lM 


Jill 

1993 (994 1995 1996 


For additional Information; the fuff pres release and a derated presentation of resufc are available on the Intanet (fwp-y/www.axa.cornj 
or by contacting the hvestor and Analyst Reiaoorc Department [PascaJ Th&*5. Pierre Gram?) at 33. l 40 75.48 42 
or the axa individual Shareholders Depanmera (Francois R3vteJ at 33. 1 .40 75 46 05. 
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iv the matter of 

M-l DRILLING FLUIDS 
■CVprusi Limited 
ml 

in the matter ofthe 

CYmLS COMPANIES LAW CAP 113 
NOTICE IS HEREBY GIVEN Hut the 
cicdiion (if the abovc-nmed c a n pjuiy u,bh* 
M Mop wdununly wound up an require*! on 

« before the 24th day or April 1 992 to tend b 
tlieir full named, thcr hUrc-Aca and 
luU particular of their debn or 
claiim and the nunc, and udAcmca of dteir 
bsTkHcto lif an} i to the undcrugned Mr Dbim 
N PaphlopmfcM. FCA or Coopers St Lyfanad, 
Julia Home. JTh Dervit Smw. PO Bax 1612, 
CY-1591 Nkwu. Cyprus, dir bquiduor of the 
»id company, md ir to required ty notice b 
wffliiig fiwn the ukt liquidator, to come in and 
pwe beer -arid debts of djumfl at tartt time 
and pUce <» -hall be specified in auchooocr. or 
in defeult thereof the? *111 be excluded ftani ' 
“ toretn of wiy ditirUtuun made tome 
■ueb d=to are proved. 
bacd Shi 25th iij> or Man* togg 
Duw* N Pajudopouku 
Coopen Sc Lyfenod 
LhpudMoi 


“It's just got to lessen com- 
petition in the marketplace," 
says Paul Aiken, director of 
the Guild, though Mr Olson 
contends that maintaining 
the Random Honse 
operations as separate 
imprints will mean that 
there is no reduction in com- 
petition for authors. 

The second advantage of 
combining Random House 
with Bertelsmann’s publish- 
ing business echoes another 
force at work in the wider 
entertainment and media 
worlds: the vertical integra- 
tion that has brought 
together content producers 
and distributors. 

It is in the second area 
where the German company 
can demonstrate the greatest 
strength- Its book clubs, now 
with a reported 48m custom- 
ers, are a long-standing part 
of the group and represent a 
distinct advantage now that 
less than half of all books 
are sold through stores. 

Under Thomas Middelhoff, 
the executive who negoti- 
ated the deal, Bertelsmann 
has also invested heavily in 
online distribution and 
forged an important partner- 
ship with AOL, the largest of 
the online networks. 

By providing a platform 
for Random House’s impres- 
sive backlists of authors, 
this suggests a way out of 
the unprofitable corner in 
which the book publishers 
finds themselves. 

Reports by Richard Waters, 
Frederick Studemarm and 
Alice Rawsthom 
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Israel Discount Bank doviWLg 
21% as one-offs take toli: | 

Israel Discount Bank, the country’s third tersest . 

net income fefl nearly 21 per - ' ' - . - - 0: ^' . 

expenses incurred from an early 

NeHnoome. including oneoff tens. ; 

to $56fim in 1997. Excluding one-offs, net income rose * P ^7;- • 

bytee government, which holds a 60 

demonstrated outside yesterday's press confe^m , 

annamce the resufts. forcing the company toj 
Sanctions have been orchestrated by the bank’s 
mittee, which has over the years seewad tiw 
the sector even though IDB is the least 

gest banks. Employees are angry with Arya Mtentkam ™r*^“ , G ’ 
appointed chairman, who has launched a campaign against the 

“cB^rofftaMIty lags behind other Israeli banks. Ratum on J ’_ 
equity in 1997, excluding one-off charges, was only ^6perc*n^ 

(ess than haff that at Bank HapoeSm, the country's Wgges*^; -= ? 

106*8 stwaes, which faB 2 per cent to dose at Shk4.0 2 yester-^ 
day in Tel Aviv, have risen more than 20 per cent since iftW - 
ruary, pnampteig takeover peculation- hi the fmath charter, pro-, 1 
visions for doubtful debts climbed 7.5 per cent to S48-3m, ^ 

dragging net Income for the quarter down to S2m. 

Avi Machfis, Jerusalem 

MITSUBISHI ELECTRIC 


Resignation report hurts shares 

Shares in Mitsubishi Electric Wl more than 5 per cent yesterday-: 
to Y31 5 after local meefia repor te d that the president of the JapoF 
nese integrated electronics group had dedded to resign. Tafcashl 
Kitaoka, president, denied the reports, saying: “I have not ’f-~- 
dedded anything about my future course of action. 1 have not - - ' 
decided anything. It is not an appropriate time far me to corn- L 
merit." 

Since January last year shares in the company have fallen 54 
per cant. Last month, WBtsubteW Electric warned it would suffer 
net losses this year of Y70bn fS537m), compared with a previous 
forecast of losses of YlObn. The previous year ft posted a not - 
profit of Y8.5bri. The group has been hit by the cotiapee 
D-Ram market and a slowdown in domestic consumer etocttohics 
sales. Michiyo Nakamoto, Tokyo 


Asia crisis to hit FLS unit 

FLS Industries, the Danish conglomerate, has warned that the - ; 
Asian crisis will hit sales and earnings this year at its F.L SmkHfr- 
Rjfler Engineering business, which supplies machinery and equip-. . 
merit to cement mills. FLS Industries reported yesterday that 
turnover Increased from DKr19.48bn In 1996 to DKr21.89bn 
($3.1 bn) last year. Pre-tax profits were DKrl.lIbn, up from 
DKr951m, and net profits rose 15 per cent to DKr753m. The divi- 
dend rises from DI03.2 to DKr4. Hilary Barnes, Copenhagen 

Comments and pmss reteases about in ternational 
companies coverage can be sent by e-maH to 
international, companiesdft com 


CONTRACTS & TENDERS 


INVITATION FOR OFFERS FOR THE IMPLEMENTATION OF THE 
MARITZA EAST 1 POWER PROJECT UNDER PROCEDURES FOR 
THE EVALUATION, AWARD AND EXECUTION OF PROPOSALS 


1. NEK, the National Power Utility of the Republic of Bulgaria publishes this notice in connection 
with the implementation under a Build, Own. Operate and Transfer (BOOT) financing w about 
government guarantees of a new coal fired power generating facilities with total net capacity of 
600 MW (the "Project”) in replacement of the existing Maritza East 1 facility. 

2 NEK. jointly with the Committee of Energy, has derided to proceed with the implementation of 
the Project on basis of an unsolicited offer by a private party (tbe Initiating Party), subject to the 
evaluation by NEK. in accordance with procedures including the following; 

a) NEK has prepared a summary of tbe principal terms and conditions of the Initiating Party’s 
proposal, which summary is available from NEK upon the written request of interested 
parties that NEK, at NEK s sole discretion, shall consider qualifying for the Project. 

b) Parties writing to NEK pursuant to clause 2(a) above shall accompany their request with a 
description of their organization, previous experience in the development of simitar privity 
financed project and their brief explanation as to why should NEK consider them as a 
qualifying party for this Project. 

c) Interested parties must submit their proposals accompanied by their respective quotations to 
NEK, within sixty (60) days from the date of this publication. 

<fi NEK. ar NEK’s sole discretion, shall evaluate all qualifying proposals submitted by 
mterested parties and shall determine which proposal if any. taken as a whole is most ' 
favourable to NEK. 

e» NEK, at NEK’s sole discretion, shall determine whether die proposal if any. selected by 
NEK pursuant i 0 clause 2(d) above is more favourable to NEK, according to the standard 
used by NEK for this purpose, than die proposal of the Initiating Party. If NEK «*mTJ 
determine that the proposal ofthe interested party is more favourable than the proposal of die - 
Initiating Party (such proposal of the interested party the “Competitive Proposal"), then the 
Initiating Party shall be entitled during a period of 30 days to: 

(i) notch tbe Competitive Proposal and proceed with die implementation of the Project; or ■ 
fu) withdraw its proposal for the Project whereupon NEK shall at hs sole discretion enter 
into negotiations with the third party submitting the Competitive Proposal for the 

^^^eniatKmof die Project <m the basis of tbe terms and conditions of die Competitive i 

address Wow upon payment of a non-refunttable fee of USD 100 to NEK'. Bank 
A^oo ot N o. nu 31! Ml 1 m BULBANK, SWIFT: BFTBBGSF, 7 Svem Nedelyo Square. 1000 

“Natsionalna Elektricheska Kompania” EAD 
Address: 5 , “Veslets" Sl. 1040 Sofia. Bulgaria 
Fax: (+359 2) 873826, 872350 

attention: Mr. Plamen Stoimenov 

4 ' 10 “ y taterestol P-W or no. rubmittn* , 

EOmS prOC ^ lra ' ” of an, propoml mbmtoed 

by on interested potty or any other act or omission on the part of NEK. NEK shall have no 

5 ' ^ ^ rM|Uired 10 ^ COafid ««^ the summary described in clause " 

^ ^ i “ arated ^ ^ ^ - — with . 
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By Paul Betts In MHan 




Pirelli, the Italian tyre and 
cables group, yesterday 
announced a significant 
streamlining and modernisa- 
tion of its complex structure 
as it reported a 17.4 per cent 
rise in 1997 consolidated net 
profits to L5l2bn ($284m). 

The simplification of the 
company's chain of control- 
ling holding companies 
involved an agreement with 
Martin Ebner, the Swiss 
financier, ending months of 
speculation over his possibly 
hostile intentions towards 
the Italian company. 

Marco Tronchetti Provera. 
Pirelli's chairman and lead- 
ing shareholder, said the 
streamlining would elimi- 
nate three components of 
the chain of control and was 
designed to create greater 
value for shareholders. 

Under the simplified struc- 
ture, the Pirelli & Co holding 
controlled by Mr Tronchetti 
Provera and other allies will 
directly own more than SO 
per cent of Pirelli SpA, the 
Milan-based company which 
controls the Italian group's 
operational activities. 

Mr Ebner’s BZ Group 
Holding Limited will own a 
10 per cent stake in Pirelli 
SpA, although he has agreed 
to grant Mr Tronchetti Prov- 
era the voting rights on 
5 per cent of his stake. Mr 
Provera also has a call 
option to acquire 5 per cent 
of Mr Elmer's holding in five 
years. 


After a disastrous bid to 
acquire Continental of Ger- 
many eight years ago, Pirelli 
has undergone successful 
restructuring under Mr 
Tronchetti Provera. 

The latest operation will 
involve the acquisition by 
Pirelli & Co of the Swiss 
holding Socl6t6 Internatio- 
na le Pirelli in a Ll,200bn 
transaction, the subsequent 
integration of the Swiss 
holding into another Luxem- 
bourg-based Pirelli holding, 
and ultimately their integra- 
tion into Pirelli SpA. 

To finance the operation, 
Pirelli & Co will raise LSQObn 
from a one-for-three rights 
issue and a further L300bn 
from a convertible bond 
issue. 

Mr Tronchetti Provera 
said he was pleased with the 
company’s financial perfor- 
mance last year and said the 
group was expected to per- 
form positively again this 
year. 

The 17.4 per cent rise to 
L512bn in consolidated net 
profits reflected a reduction 
in financial expenses as well 
as a sharp fall in extraordi- 
nary expenses, which in 1996 
had been hit by Pirelli's 
extensive restructuring costs 
in its US tyre operations. 


Continental chairman follows 
cost-cutting route to recovery 

German tyre group is reaping the rewards of its tough programme, writes Graham Bowley 


B eing number four In a 
cut-throat industry 
where the top three 
companies are twice as big 
does not concern Hubertus 
von GrOnberg, chairman of 
Continental, the German 
tyre manufacturer. 

He Insists his radical 
action to cut Jobs In western 
Europe and shift production 
to cheaper sites abroad has 
put Conti on a much firmer 
footing than when he took 
over in 1991. Then the tyre- 
maker was, as he puts it, 
“bleeding like a stuck pig”. 

“The increase In profitabil- 
ity has nothing to do with 
price: price in 1997 was on 
average lower than in 1996, 
so the jump In profitability 
is due to cost, cost, cost, and 
there is more of that to 
come," he says. 

The cost-cutting has 
achieved a remarkable turn- 
round. First, the car tyre 
division and the US subsid- 
iary, General Tire, returned 
to profitability. Last week. 
Conti revealed a 67 per cent 
rise in 1997 net income to 
DM322m ($176m>. 

Now, the truck tyre divi- 


sion, long an albatross 
around Mr von GrtLnberg*s 
neck, has returned to profit 
in the first quarter of 1998. 
Conti is also attacking costs 
in Its own dealer organisa- 
tions, where several distribu- 
tors are operating at a loss. 

His approach appears to 
have worked. John Lawson, 
automotive analyst at Salo- 
mon Smith Barney in Lon- 
don, says: “Continental's 
relentless targeting of higher 
return s Is refreshing in an 
industry that has a dreary 

record with investors.” 

Mr von Grfinberg has 
steered Conti away from 
depending solely on tyres 
Into new areas with higher 
profit margins. He has 
invested heavily in new 
technology and In 1994 
founded the vehicle systems 
group, taking Conti Into 
head-on competition with 
more established automotive 
suppliers such as Bosch. 

In alliance with Siemens, 
the German electronics and 
electrical engineering com- 
pany, Brembo of Italy, 
the group has come up with 
a new electromechanical 


brake system called ISAD. 
which has won high praise. 

Conti was one of the first 
to move into eastern Europe, 
and its site in the Czech 
Republic produces more 
Conti car tyres than any of 
its other plants. Its decision, 
announced this week, to 
move into Russia is the next 
step in this globalisation. 

The move is in part a 
reflection of Conti's need to 
follow its customers - the 
big carmakers - as they 
push into new, fast-growing 
markets. It is following Ger- 
man company Linde, one of 
Its biggest European custom- 
ers, to rthina, and is consid- 
ering strengthening its posi- 
tion In IvwHa. 

Such a strategy is espe- 
cially Important as, unlike 
many of its rivals, Conti's 
business is confined mostly 
to the relatively mature 
economies of western 
Europe, with only a small 
exposure to fast-growing 
emerging markets. 

The globalisation is being 
made possible by a new pro- 
cess being developed by Con- 
tinental called a modular 


manufacturing process 
(MMP). Mr von GrOnberg lik- 
ens the process to the plat- 
form strategy pursued by 
carmakers such as Volkswa- 
gen: basic tyre parts (mod- 
ules) are manufactured in 
low-cost locations and 
shipped to markets where 
they are sold for assembly 
according to customers' 
requirements. Conti is build- 
ing a MMP plant in Brazil 
and the Busman factory will 
also use MMP. 

E ventually, Mr von GrOn- 
berg wants to produce 
between 5m and 20m 
tyres a year using the modu- 
lar process. The advantage, 
he insists, is that an MMP 
factory costs about six times 
less than a conventional 
plant Rivals such as Good- 
year of the US and Michehn 
of France are also develop- 
ing their own low-cost pro- 
duction methods. 

“We have very low capital 
entry barriers into a new 
country. It allows us very 
low-cost globalisation,” he 
says. 

It is cost advantage, as 



Hubertus von GrOnberg: goal is profitability, not size 


w ell as technological innova- 
tion, that Mr von GrOnberg 
asserts will secure Continen- 
tal’s future in the severely 
competitive tyre industry. 
Samir Gibara, Goodyear 
chief executive, has said he 
wants to double bis compa- 
ny’s size, triggering specula- 
tion about consolidation in 
the S70bn a year industry. 

But Mr von GrOnberg 
insists that Continental is in 
a good position to survive, 
even with only about 7 per 
cent market share. Good- 
year, Michelin and Bridge- 


stone of Japan each control 
about 20 pear cent. 

“1 am cautious about wars 
because my goal is not share 
and size but profitability. If 
growth cannot be profitable 
than i would rather not have 
it." he says. 

But he adds: “Given our 
position as number four, it 
would be inadequate to give 
up market share. 1 think we 
will bang on and have all 
the means in terms of tech- 
nical leadership and cost 
base to to defend ourselves 
and bang on profitably.” 


Group sales rose 10 per 
cent to Lll,265bn last year 

I 

with tyres accounting for 

f 

48 per cent and cables and 

s 

systems. 52 per cent Operat- 

•a 

£ 

ing profits rose to L760bn 

| 

from LSSObn the previous 
year. 

id 


Caisse savings 
network income 
advances 10.4% 


By Antow Jack in Paris 


The French Caisse 
d’Epargne savings network 
yesterday reported net 
Income for 1997 up -10.4 per 
cent to FFr2.02bn ($330m). 
while launching a vigorous 
defence of its continued low 
level of return on equity of 
just 3 per cent. 

Rend Barberye, chairman, 
said a decision was shortly 
expected by a government 
committee on changes to the 
legal statutes of the Caisse, 
and reiterated his support 
for a reform which could 
torn the institution into a 
co-operative before the end 
of this year. 

His comments came at a 
time of continued criticism 
of the Caisse d’Epargne by 
France's commercial banks, 
which have accused it of 
benefiting from competitive 
advantages and cut-throat 
Interest rates. 

However, Mr Barberye 
denied that the Caisse was 
among the most aggressive 
price-cutters in the French 
market, and made a number 
of favourable comparisons of 
performance with that of his 
competitors. 

He said between 1993 and 
1997, the Caisse’s return on 
shareholders' funds - which 
stands at FFr65. 7bn - before 
general provisions averaged 
4.6 per cent, against an aver- 
age across the hanking sec- 
tor of 5 per cent 


Mr Barberye added that 
the Caisse’s ratio of costs to 
income after taking account 
of risk cover - which rose 
from 81 per cent in 1996 to 
81.1 per cent last year - com- 
pared favourably with its 
competitors including BNP 
at 84.9 per cent and CIC at 
89.8 per cent. 

Mr Barberye said his 
objective was to cut the 
operating ratio to 70-75 per 
cent, but refused to provide 
a target figure for return on 
equity. 

He said the reform of the 
Caisse’s statutes should help 
provide a new impetus to 
Improve efficiency and boost 
returns. 

He said that plans for a 
formal “social dividend” 
paid out by tbe Caisse - 
with a target of 10 per cent 
of profits to be spent on com- 
munity and other social 
causes - had been held up 
by the debate on the reform 
of statutes. 

The Caisse made a supple- 
mentary provision of 
FFrl.7bn to cover possible 
heavy future costs for its 
staff pension fund, which it 
estimates will not be in defi- 
cit until 2015. 

It said of its 28m accounts 
- representing the number 
of individuals holding the 
Livret A government-backed 
tax-free savings scheme - 
there were some 6m clients 
with current accounts and 
bank cards. 


Notice to the Holders of 


Sincere Navigation Corporation 
U.S. $36,000,000 
3.75 per cent. Bonds due 2003 

(tin: “Rands") 

Tender Offer by Sincere Navigation Corporation 
(the “Company”) to purchase up to all 

of the outstanding Bonds 

The Company intends to make an offer Uhe 'Tendcr Ofler ) to 
purchase the Bonds at 120.24 percent ol ehevpm>c.r«l ainojmr 
EccLd Interest thereon in accordance «r»th the terms : erf the 
£-r_r The Tender Offer wi II be open for acceptance from 

Bonds tendered pursuant to the Tender Offer ma V no. be 

Company of New lort, . pa”) will receive notice 

Cede! Bank.soei&vawny™ IJW Bank r 

available during the Offer Peru offices of Bankers 

request, during normal busineah^ ^ ^ 

That Company as Principal P«vnS f\i a jj K \. *44 171 982 

London EC2A 2 HE Mul. 

toRfi or Katie Seawaid. tel: *44 1 7 1 


Sincere Navigation Corporation 



Sir Etand Hilary and 
Turing Norm w btb tta first 
pnopte to dob Mont Ernest 
which, at 29,828 ft, Is the world's 
highest peak. They arrived at the 
samit at llJ&aa on May 29, 1983. 

BrfeioaBv named as ths second 
team on the expedition, Hillary and 
Tenzing only got their chance after 
the first team had Breed hack 
threngh exhanstfen, de s cribing the 
SflBKit Ridge as encrmbable. Despite 
seeeAtgfy insmuontable odds, they 
reached the samit together 
ad inspired the rest of 
the werid tkroagh their cenrag* 
aad sheer doteraiinatioB. 


Greenwich NatWest realises 
that the consistent delivery 
of inspired performance 
requires something special: 
an environment where 
ideas flourish, skills are 
applied and talent is 
developed to the full. For 
only then can Individuals, 
as part of a team, perform 
to their best. 

Contact Greenwich NatWest 
for an Inspired approach 
to structuring, arranging 
and distributing innovative 
debt market solutions. 


Greenwich NatWest 


ASSET SECURITISATION CORPORATE PUBLIC DEBT CREDIT TRADING DEBT DERIVATIVES DEBT STRUCTURING FUTURES HIGH YIELD 
LOAN SYNDICATION MORTGAGE & ASSET BACKED SECURITIES PRINCIPAL FINANCE PRIVATE PLACEMENTS SOVEREIGN DEBT STRUCTURED FINANCE 
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AIRLINES LOW-COST CARRIER SAYS HIGH COSTS AND INTERFERENCE FROM GOVERNMENT AND UNIONS MAY FORCE IT TO RELOCATE HEADQUARTERS 


Virgin Express may move from Belgium 


By Wctaei Stacker 


Virgin Express, the 
Brussels-based low-cost air- 
line, is considering moving 
to the UK or Ireland to 
escape Belgium's high 
labour costs and what It sees 
as excessive government and 

union interference. 

Jonathan Ornstein, the 
airline's executive, said 
operating in Belgium was 
“extremely difficult, if not 
impossible, in the long 


term". He said In an inter- 
view that the liberalisation 
of the European Union avia- 
tion market meant the com- 
pany could move its head- 
quarters to the British Isles 
and register the employment 
of its staff there, while still 
continuing to fly between 
continental European cities. 

Virgin Express, which is 
51 per cent owned by Rich- 
ard Branson’s Virgin group, 
is now Belgium's second 
largest scheduled airline 
after Saberra. It has operated 


from Brussels sinr*» acquir- 
ing Eurobelgian Airlines, a 
charter operator, in 1996. 

Virgin Express, which was 
listed on the Brussels stock 
exchange and on Nasdaq in 
the US last year, operates 
scheduled and charter ser- 
vices in continental Europe 
and flies between London 
and Brussels linriw a code- 
sharing arrangement with 
Sabeaa. Codesbaring mean? 
airlines sell seats on each 
other’s flights. 

Mr Ornstein said social 


costs in Belgium represented 
37 per cent of employees' sal- 
aries, compared with 8 per 
cent or 9 per cent in the UK 
and Ireland. He said the air- 
line hart created 600 Jobs in 
Belgium but was subject to 
repeated interference from 
government inspectors. He 
said: “ Half of those 600 were 
previously unemployed. 
You'd think the government 
would pin medals on our 
chest" Instead, he said: “We 
get zero help from the 
government" 


Mr Ornstein was also criti- 
cal of the country’s unions, 
which he said had provoked 
a recent one-day strike by 
Virgin Express’s Belgian 
pilots. “The unions told us 
point blank that there’s no 
future for low-cost airlines 
in Belgium. We're trying to 
decide whether we agree 
with them." 

Mr Ornstein, who was pre- 
viously a senior executive 
with Continental Airlines in 
the US, said his first priority 
was to persuade the Belgian 


government to recognise the 
problem and put Virgin 
Express “on a level playing 
field" with Irish and UK 
competitors such as Ryanair 
and EasyJet He said if this 
were not done, the airline 
would have to move. 

Mr Ornstein said he would 
follow plans laid out by Ste- 
Iios HajHbannou, EasyJet's 
nTiairman | who is consider- 
ing establishing a new hub 

In Amsterdam to comple- 
ment his existing base at 
Luton airport near London. 


Deutsche 
Post to 
buy DHL 
stake 

By Ralph Atkbis h Bom 


Deutsche Post Europe's 
largest postal service, is 
expected to announce today 
that it is taking a 22L5 per 
cent stake in DHL Interna- 
tional, the international 
express courier service. 

The move marks a signifi- 
cant ggpnnwinm in the inter- 
national activities of Deut- 
sche Post, which is being 
prepared for a stock market 
listing in 2000. 

But It will trigger fresh 
accusations from interna- 
tional competitors that Deut- 
sche Post's protected monop- 
oly in the German letters 
market Is allowing It to com- 
pete unfairly in the commer- 
cial express deliveries sector. 

The DHL deal, to be 
unveiled in Frankfort by 
Klaus Zumwinkel, Deutsche 
Post chairman, follows the 
AfSbn (US$1 -3b n) purchase 
in 1996 of TNT, the Austra- 
lian parcels group, by KPN, 
the privatised Dutch posts 
and telecommunications 
utility. 

A purchase price for Deut- 
sche Post's DHL stake is not 
expected to be disclosed but 
the express service has a 
turnover of about $4bn. 

Other shareholders In 
DHL International include 
Lufthansa and Japan Air- 
lines, which each have a 25 
per cent stake, and Nissho 
Iwax, the Japanese trading 
company. DHL. one of the 
world's largest express ser- 
vices, has offices in 227 coun- 
tries and 53^00 employees. 

So far, Deutsche Post’s 
activities outside Germany 
have been restricted largely 
to holdings in parcel services 
in Poland. Belgium and Swit- 
zerland. But it has already 
begun a wide-ranging over- 
haul of its operations. Last 
week, it bought the 31'7- 
branch McPaper chain of 
German stationery shops. 

Germany’s new post law 
grants Deutsche Post a 
monopoly until the end of 
2002 for handling standard 
letters up to 20Og and bulk 
post, or “junk mail", up to 
5Qg. Last year, ha operating 
profits rose by mare than 25 
per cent to DM700m and 
turnover 1.6 per cent to 
DM27.1bn. 


Magna w ins Sch4bn battle for Steyr 


By Eric Hey 
in Vienna 


Creditanstalt, the Austrian 
b ank, yesterday ended the 
tussle o ve r Austrian vehicle 
maker Steyr-Daimler-Puch 
when it agreed to sell major- 
ity control to Canada's 
Magna International for 
Seh4bn (SSlOm) cash. 

The decision by the bank's 
supervisory board came 
after Magna raised its bid 
from Sch3.54bn and can- 
celled the two-thirds equity 
portion to match a rival offer 
by Hannas Androsch, former 
Austrian finance minister, 
and stop other groups from 
making bids. 

“[Magna's bid] was the 
highest and best offer," said 
Erich Hampel, Creditanstalt 
chairman. The l as t- min ute 
increase in the bid came 


because of better than expec- 
ted results for 1997, he 

Creditanstalt had signed 
In January a preliminary 
agreement with Frank Stron- 
anh, the Austrlan-Canadlan 
e n trepreneur who Is Mag na 
c h a irman, to sail htm 67 per 
cent of Steyr and its 50 per 
cent stake i n St eyr Fahr- 
zeugtechnik (SFT). But two 
weeks ago, the bank delayed 
the vote on the Steyr sale to 
give other prospective bid- 
ders a chance to make rival 
offers. 

When Creditanstalt's 
board met again yesterday, 
only a group led by Mr 
Androsch had put a firm 
offer of more than Sch3B5bn 
on the table, bat it had also 
demanded more time to 
study Steyr’s books. The US 
automotive groups Borg 



Frank Stronach (left) celebrates another win Picture AP 


Warner and Dana, and the 
German investor group GSM 
only expressed Interest in 
Steyr, and Mr Stronach had 
warned he would withdraw 
the offer if Creditanstalt 


delayed the decision again. 

The prospect of a takeover 
battle had pushed up the 
Steyr share price by 30 per 
cent over the past two weeks 
to a close of Sch4S3 on Mon- 


day. The shares were 
suspended yesterday. 

Analysts and investors 
were yesterday disappointed 
by the terras of the sale. 
Magna’s new offer values 
Creditanstalt's Steyr stake at 
Scha^bn, or Sch335 a share, 
which is lower than the orig- 
inal offer of about Sch860 a 
share. Instead, Magna raised 
the price of t he 50 per cent 
stake in SFT from SchLlbn 
to SchLSbn. The remaining 
half of that company, which 
runs the profitable assembly 
joint venture with US car- 
maker Chrysls- in Graz, Is 
held by Steyr. 

Traders are expecting 
Steyr shares to fall sharply 
when trading resumes today. 
According to some analysts, 
Creditanstalt's stake in tin? 
group is worth at least 
SchSbn. 


Seat returns a healthy profit 


By David White hi Madrid 


Seat, the Spanish carmaker 
that became a problem for 
Its parent the Volkswagen 
group, has confirmed its 
recovery with net profits of 
Ptall.05bn ($7L3m) last year, 
higher than forecast and 
more than double the previ- 
ous year’s Pta5.34bn. 

The company, bought by 
VW 12 years ago, made 
losses for four consecutive 
years before returning to the 
black in 1996, thanks in part 
to a Spanish government aid 


package and support from 
its German parent 

Pierre- Alain De Schmedt, 

the company’s Belgian chair- 
man, said Seat had fulfilled 
its objectives, including a 
profit at operating level, a 
substantial reduction In debt 
and a restructuring of its 
balance-sheet 

Operating profit was 
Ptal4.55bn, compared with a 
loss in 1996 erf Ptal3-85bn. 

Mr De Schmedt confirmed 
that the Barcelona-based 
company had achieved 
record output, with a total of 


467,300 Seat and VW cars, a 
1 2L5 per cent rise on the pre- 
vious year. The company has 
set a production target of 
4944)00 this year. 

World sales of Seat 
vehicles, 68 per cent of 
which were exported, 
exceeded 400.000 for the first 
time, reaching 402,700, a 17 
per cent increase. 

Turnover rose by more 
than 27 per cent to Pta774bn, 
after growing by a third the 
previous year. 

In Spain. Seat moved from 
fourth to second, with sales 


of 130,300 units, a growth of 
23 per cent and the highest 
level since 1978. Its Ibiza 
small car was Spain’s 
biggest-selling mod el . 

Mr De Schmedt added that 
in February the company 
had pipped the Renault 
group to take top place with 
a Spanish market share of 
13.7 per cent. 

He said it would take on 
1,000 employees an a perma- 
nent or temporary basis - its 
workforce has been almost 
halved over the Last five 
years to 12,800. 


Audi climbs 29% to DMl.llbn 


By Britain Bosley hi Frankfort 


Audi, the executive cars 
subsidiary of Germany's 
Volkswagen, increased 
pre-tax profits by 29 per cent 
to a record DMLllbn ($605m) 
last year, underlining its 
position as one of Europe’s 
most successful car compa- 
nies. 

The sharp rise reflects 
higher output and the 
inroads the group is making 
into the luxury car market. 

Franz-Josef Paefeen. chief 
executive, said strong 
demand for Audi's top-of-the- 
range models was the main 
driving force behind a 19 per 
cent increase in sales to 
DM22.4bn. 


He said a further Increase 
in profits and sales was pos- 
sible again this year, with 
the strongest growth expec- 
ted in western Europe and 
North America. 

“In the medium-term there 
is also growth potential in 
South America and south- 
east Asia despite the difficult 
economic situation,” he 
added. 

Audi’s success, which has 
been helped by an expanded 
model range, confirms the 
carmaker as a rival to bigger 
the German luxury car- 
makers. BMW and Mercedes- 
Benz. 

Audi has already predicted 
it could raise output by up to 
10 per cent this year to about 


600,000 vehicles. It said yes- 
terday that deliveries in first 
quarter of this year totalled 
144,200 units, 5 per cent 
more than in the same quar- 
ter last year. 

However, Audi has warned 
that growth this year could 
be limited by capacity con- 
straints at its two German 
plants and investment in 
new models and capacity. Mr 
Paefeen said yesterday Audi 
would spend about DMIlbn 
on new investment between 
1998 and 2002. 

Deliveries of cars world- 
wide grew 11 per cent last 
year to more than 546,000 
units, Audi said. Its flagship 
A8 saloon enjoyed strong 
demand. More than 15,100 


Audi A8 models were deliv- 
ered to customers last year, 
38 per cent more than in 
1996. Deliveries of the A6 
rose 1.9 per cent to more 
than 115,500 units. 

“1997 was a very good year 
for Audi, the most successful 
in the history of our com- 
pany." Mr Paefeen said. He 
said growth this year would 
be boosted by the new A6 
Avant and Audi S4. 

Deliveries in western 
Europe excluding Germany 
increased 1242 per cent last 
year to about 2234)00 units. 
In the US. where Audi Is try- 
ing to achieve the sales it 
had in the 1980s, deliveries 
rose 25 per cent to about 
34,000 units. 


Hoechst 


Invitation to the 
Annual General Meeting 


Notice a hereby ffvm that the Atouud General 
Meeting vnB be held at tOaun., on Tuesday, 

5 May 1998, at the Jabrbttndertballc Hoechst, 
Frankfurt am Main 


Agenda 


I. Presentation pf the approved animal financial 
sotcmcnc*, die consdiducd financial sainrocms 
as well as the management reports oF Hoechst 
Akocngcselbchaft and the Hoechst Group For 
1997, together with the report of the Supervisory 
Board 

2 Use of unappropriated retained eartangt 

It is proposed that for 1997. the unappro p riated 
retained earnings of DM 4,052931.258 be nsod as 
follow*: 

Payment of a dividend of DM 1 JO per shore with 
a nominal value of DM S 

DM 881,930,535 

Transfer to retained earnings 

DM 3,17 1,000^23 

3. Ratification of the sets of the Board of 
Ma nag ement 

4. Ratification of die am of the Supervisory 
Board 

5. Election to the Supervisory Board 

6. Amendment to the Arodcs of Incorporation 
of Hoechst AG in respect of Art, X (Object of 
the company) 


7. Conditional increase in the subscribed capital 
for granting stock options (Stock Option Plan) 

8. Authorizing new subscribed capital to issue 
new shares against contribution* in kind 

9. Changeover from nominal value shares into 
noil-nominal value dura 

10. Election of the auditors for fiscal 1998 

The full agenda, including the proposed resolu- 
tions, it contained in the Buodctaneiger no. 58 
oF 25 March 1998. 

Shareholders wishing to be present and bo vote at 
the meeting must comply with Article 13 of the 
Articles of Inco r poration and deposit their shares 
certificates during usual business bun by Tues- 
day, 28 April 1998, at the latest, until after the 
Meeting at one the depositories listed in the Bun- 
desanzriger, or in the United Kingdom, at the 
offices of 

SBC Warburg Dillon Read 
I High Timber Street 
London EC4V 3SB 


Hoechst AkrirngftelUchaft 
Frankfurt am Main, 

March 1998 


SA Breweries 

m 

set to unbundle 
non-core assets 


By Victor MaBet 
in Johannesburg 


South African Breweries, the 
world's fourth largest 
brewer, looks set to become 
the latest South African can- 
glomerate to start selling or 
unbundling to shareholders 
peripheral subsidiaries fol- 
lowing a series of announce- 
ments on the Johannesburg 
Stock Exchange yesterday. 

SAB has been saying for 
two years that it wants to 
focus on its core beer and 
beverage interests, and last 
year It sold OK Bazaars, the 

struggling downmarket 
retailer, to Shoprlte, the 
retailing group. 

Associated Furniture said 
SAB had agreed to sell its 
64.1 per cent stake in the 
company for R329m ($66m) 
to financial institutions. At 
the same time, Pat Comick, 
a rival furniture company, is 
offering to merge with AfcoL 

Lion Match. Consbu Hold- 
ings (a footwear and cloth- 
ing company) and Da Gama 
Textile - all SAB-con trolled 
companies - announced that 
SAB was considering propos- 
als regarding its holdings, 
and warned shareholders to 
exercise caution in their 
dealings. 

Like other large South 
African groups, SAB found it 
difficult to expand overseas 


In the era of apartheid 
because of economic sanc- 
tions and hostility towards 
South Africa among foreign 
consumers. Instead, such 
companies used surplus wish 
to buy businesses in the 
domestic market that were 
often unrelated to their core 
activities. 

Since the country’s first 
democratic election in 1994, 
South African groups have 
been able to diversify over- 
seas. SAB has been an ener- 
getic investor in emerging 
markets, buying brewing 
interests in Africa, Asia and 
eastern Europe. Last month, 
it said it was considering a 
big investment In Russia 
after its moves into Hungary 
and Poland. 

'Hie pace of South African 
corporate restructuring has 
quickened as the country’s 
big groups seek to establish 
themselves in international 
markets. Both Anglo Ameri- 
can and Gencor have moved 
their gold mines Into focused 
gold companies, and there 
has been a wave of consoli- 
dation in the financial ser- 
vices industry. Big compa- 
nies are also preparing 
themselves for stiffer compe- 
tition regulations being pre- 
pared by the government for 
the domestic market. 

Lax, Page 16 


Saxony 

plans 

banking 

shake-up 

By Andrew Fisher hi Frankfort 


A farther move in the 
restructuring of Germany's 
mmplwr h anking system was 
signalled yesterday with a 
plan by the east German 
state of Saxony to combine 
its main public sector h ank 
and local savings banks 
under one organisation. 

The plan would further 
erode the differences 
between savings banks, 
wbich serve private and 
business customers via local 
branches, and Landesbanks 
(regional public sector 
banks), which provide 
wholesale financial and 
investment services for state 
governments and the 
savings banks. 

The Saxon initiative to 
create SachsenBank Hold- 
ing, with assets of about 
DMl20bn ($65.6bn), also 
shows the extent to which 
cost and competitive pres- 
sures are causing private 
and public sector banks in 
Germany to consider merg- 
ing or reshaping their 
operations. 

In January, a three-way 
merger of public sector 
banks In south -west Ger- 
many, including a savings 
bank, was announced to cre- 
ate Stuttgart-based Landes- 
bank Baden- Wflrrtemberg 
with total assets of 
DM430 bn. The search by 
Landeshank Hessen-Thttrin- 
gen (Helaba), Frankfurt, for 
a possible partner also sig- 
nals a further shift in public 
sector banking. 

Berliner BankgeseUsch aft, 
comprising private and pub- 
lic sector hanking activities, 
has agreed to merge with 
Hanover-based Nord- 
dentsche Landesbank. In the 
private sector, two Bavarian 
hanks are combining to farm 
Bayerische Hypo- und 
Vereinsbank as Germany’s 
second biggest bank. 

The move to create a new 
banking group in Saxony, 
the only east German state 
with its own Landesbank, 
Leipzig-based Landesbank 
Sachsen, is at the initiative 
of Georg Milbradt, finance 
minister. 

The new organisation, may 
also Include Sficfaslsche Auf- 
baubank, an industrial pro- 
motion bank. The savings 
banks would keep their 
retail operations bat draw 
financial strength from 
being part of belonging to a 
larger organisation handling 
capita] market, investment, 
strategic and ad minis trative 
activities. 

Mr MflbradfB plan has yet 
to be discussed by the banks 
and the local authorities, 
some with acute financial 
problems, which would 
share ownership of the new 
bank with the state of Sax- 
ony and be entitled to divi- 
dends of more than DMMOm. 

The finance ministry is 
being advised by JJP. Mor- 
gan, the US investment 
bank, and Cosaart, a Frank- 
furt-based consultancy. 
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NEWS DIGEST 


BANKING 


La Generate backs plan 
for link-up by subsidiaries 

Soctitt Gdndralfl de Belgique, Belgium’s biggest holding 
company, yesterday backed the Idea of a banking Bnk-up 
between two of Its subsidiaries, Fortis and Generate de Banque, 
but said It planned to maintain Its shareholdings in both groups- 

Viscount Etienne Davlgnon, chairman, indicated that the hold- 
ing company supported the Idea of an alliance between its two 
financial services Interests In Belgium - provided the talks under 
way between the two concluded that this was in the best Inter- 
ests of shareholders. He warned, however, that whether or not 
talks with Fortis were successful, a standalone policy for Bel- 
gium’s biggest bank was no longer an option, given the consoC- 
dation under way In the European banking market ahead of the 
arrival of monetary union next year. Both La G&terala's biggest 
rivals in the Belgian market are becoming part of lager groups. 

The chairman's comments cane as La Gdrterate reported a 41 
per cent Jump in net pro fi ts for 1997 from Bfir11.09bn to 
BFr15.6bn ($41 3m). The Improvement reflected the full consoltda- 
tkm of Tractebel, the energy and engineering group of which it 
owns 50.3 per cent, es well as profit increases from all Its busi- 
nesses. An Increase in the gross cBvictend of BFr4 per share to 
BFr120 is proposed. Nefl Buckley, Brussels 

LEISURE INDUSTRIES^ 

Ku'oni advances 39% 

Kuort, one of Europe's leading tour operators. Increased its net 
Income by 39 per cant to SFr96-2m ($84 .47m) In 1997. Sales rose 
by 19.8 per cent to SFr4.2bn, and Max Katz, the chief financial 
officer, said sates rose by 11 per cant after adjusting for currency 
changes and other factors. Group earnings before Interest and 
depredation rose by 44 per cant to SFrl 1 1m. The UK, where it is 
the biggest long had tour operator, remains the group's biggest 
contributor with pre-interest profits rising by 21.5 per cent to 
SFr65.6tn, followed by Switzerland where profits rose by 61 per 
cent to SFr4i.3m. It has raised Ks dividend by 43 per cent to 
SFrl 00 per share. WBBam Had, Zurich 

INSURANCE 


INA to quit property 

INA, tidy's second largest Insurance group, last night set out 
plans to gradually relinquish its involvement in property 
operations by setting up what It says will become the largest sin- 
gle property company In Europe. 

At a board meeting last night, INA announced plans to transfer 
property with a total value of between LA500bn and L4.750bn 
(S2.5bn-£26br) to Urtone lmmoMiare SpA. a company which ts 
currently 100 per cent under Its control and which already oper- 
ates in the field of property management 

By the end of this year. Unions immobiHara plans to be quoted 
on the Milan stock exchange. Once this has happened, the INA 
holding company plans to sell off its remaining holding in Union 
ImmobiBare by the middle of next year. INA said last night that its 
Initial presence in Unions immobfllare would allow it stabilise the 
newly enlarged company’s share pries. At the same time, it would 
help with the formation of a stable core of shareholders who will 
provide new management for the oompany at the start of the 
next century. James Bfitz, Rome 


AERO- ENGINES 

Snecma back in the black 

An upturn in the civil aeronautics market has helped Snecma. the 
French state-controfled aero-engine maker, back Into the black. 
The oompany yesterday reported a net consolidated profit for 
1997 of FFi750m ($122m), compared with a loss of FFr280m in 
1996. Sales climbed 23 per cent from FFr18.7bn to FR23.1 bn. 
The group said exports accounted for 69 per cert of turnover, of 
which 77 per cent came from the dvH sector. 

It said Its increased sales, tetter several years of crisis', illus- 
trated the cycflcaJ nature of the aeronautics business. It had 
started to develop its service activities to reduce the Impact of a 
reduction In sales of new engines during the next cyclical down- 
turn. David Owen, Paris 


Conmmits and press mleasBS about International 
companies coverage car? be sent by e-mail to 
intemational.compmlesQftcom 
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WORUD INVEST 
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WORLDINVEST INCOME FUND 

(tfce-Fmxn 

NOTICE OF THE HOLDING OF A BALLOT 

NOTICE B hereby gven that a baflot of the HcMers of line n the Fund 
Iregtared as wcti gn me 1st day of Aril 1998 m the caw of Registered 
Shares) wv be hew for (he fafcmtng purpose 
To answer and IT thought fit to pass the Wowing rescuton. 

"That the Hewers of Urto fn me Fund herecy sanction ihe modtowon 
of tfie Trust hsnumenr between the Royal Sank of Scotland Trusr 
Company (Jersey} Untied and wykflrwest (MarvgeraJ Jersey uraed 
eonsnuong the WOrtdtnwst income Fund dared 3 1st December. 1976. 
as amended. |ihe ’Instrument’) to abottsh Bearer Shares in ihe Fund ty 
me encuticn by ihe Trustee and the Manager of a Supplemental Trust 
Deeer. 

Wodng papers wfl be despatched on tstAprt 1998. Any Hoicter of Bearer 
Shares wfartng to vo« In ns Ba*ot must deposit thw Share Certfficares. 
together with a statement of their names and address at me office of the 
Trustee, bang The fWyof Bank of Scotland T rust Company (Jersey) tamed. 
Ubette House. 19-23 La Mom Street. Si He*er. Jersey. Channel Harris JE4 
5RL tor the anenoon of SiaanflaWesncc later man March 3lst 1 998. 
VCOng Papers and receipts far such Share Certificates wl be sent ta such 
persons mei 3vn CenUkata wt be resumed to such persons on 
presentation of suen receipt at the office of Trustee (as derated atxve) If 
ihe Resolutfon is passed. Beaer Shares wB be registered n the name of tte 
HctcJer. if «s has been moiled to the Trustee or do a nominee In any 
other case, and Bearer Share GenDtenes wi cease to be valid arw nut be 
renaned to me Trustee. 

For and on behaf of 
The ftayal Bar* of Scodand Trust Compary (Jersey) Lm*ed 

Cored March 25tfi 199a f,1JSee 


FORMOSA FUND 

Interaational Depositary Receipts 
First, Second and ThJrd tranches 
Evidencing Beneficial Certificates 
Representing 100 noils 

CASH DISTRIBUTION 1997 

Kww| Hm Seenifel hwamesl nd Co, LkL, die mma«tr of The rtnw 

had, mneuna i cadi (fatriboww of LBS37JJ333 per OX (equhaleu af 100 *uu) far m 
inkhoiilen. The mb dtettakai rcptnoitB a net of30 per cos wfchboidng ux ad 


Pvmaa for coupon No. 6 of Ae Parana Funl Imoranigo*! Def»«iaiy Recap) wffl be 
imfeifiB iMuetioa efttw DepaWny's to* n m brd ohjSjaiM I pr awn. cbm 
star Mud) J7. 1998 jlone yf die toOowins offices of Manpu Gamnlj Trwl Cinun 
•fNwtttfc 

4 Brand* ; 33 Avenue do Am ' 

- Now Yak : fiOWiflSmw ' 

• London ; « Ytetorfi Emtmfanenr 

!□ ocmpJittKC whh the team coafidcM of Ibe Depcnfe AgreemnK, tbc anh iB-nr&i ® , 

wBl tomato by On Oqnttmy or die WuKmHSieaftl ago*, pfomuriaa of tin 

■ipnprimr empeu nd be certifies* ef Mtmn&y md rctidam doty compiaed. 
BoktotfraufoonimpmtfiCndatDefaui.^ 

Bunud eg ar Cadet.; 

Depetarf. N%sw G»»ql, TreuCm^ of New YortL 

do* Am. I M) Broads (32 Z5W 8643) 


JPMorgan 
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Scoti bank just moved to an exciting new location 


* * tr.e :&> 


We are now among the world’s top ten banks for syndicated 
bank financings, according to the 1907 Loan Pricing Corporation’s 

League Table. 

Our ability to quickly arrange and underwrite fully integrated 
financing packages, the strength of our syndicated financing 
capabilities, and our skills at building and maintaining 
relationships have made Scotiabank and Scotia Capital Markets 
a formidable contender in the global market. 


In the United States alone, the dollar volume of financing 
we’ve agented puts us among the top ten banks for the second 
year in a row. 

Through consistent performance we’ve earned a new place in the 
world. And we have moved into a new league. 





onk 


Scotiabank and Scotia Capital Markets are members 
of the Scotiabank Group. 
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COMPANIES & FINANCE: THE AMERICAS 


Apple Computer on an upward swing 

The PC pioneer’s chances of survival are improving, for which co-founder Steve Jobs takes the credit 


By Larisa Kaboe 


Apple Computer: ripe for recover,'? 


Sales : Store price 



to San Francisco 


Apple Computer is defying 
gravity. Just nine months 
ago, the pioneer of the per 
sonal computer industry was 
in a downward spiral with 
mounting losses and dwind- 
ling market share. Mow it 
seems to be an an upward 
swing as new products and a 
bold marketing campaign 
renew ^ t yyjumfrHi jitw. 

It is far too soon for talk of 
a recovery. Yet Apple no lon- 
ger appears to be a lost 
cause. The company 
returned a modest profit in 
the first fiscal quarter, to the 
end of December, and Wall 
Street analysts are project- 
ing wwmingtt of about $1 a 
share for the full year. 

This would be less than 
one-third of 1995 earnings, 
when revenues peaked at 
SUbn. Sales for fiscal 1998, 
ending in September, are 
expected to continue to 
decline to just over $Gbn. 
Nonetheless, after two years 
of heavy losses this would be 
a remarkable Impro v ement. 

Investors’ enthusiasm is 
evident Apple’s shares have 
risen from just over 913 in 
early January to a high of 
$27% last week. Yesterday, 
the stock was trading at 
$26% in mid session. Apple 
Macintosh enthusiasts also 
have something to cheer 
about The latest “G3" ver- 


sions of the “Mac" are tester 
and less expensive than 
equivalent Windows PCs. 

Inside Apple’s Silicon Val- 
ley headquarters the mood is 
upbeat After thousands of 
lay-offs over the past two 
years, enthusiasm is grow- 
ing as Apple’s chances of 
survival improve. 

Credit for Apple’s revival 
goes to Steve Jobs, the char-* 
ismatic but controversial 
co-founder who rejoined 
Apple last year after a 12- 
year absence and took over 
the helm after Gil Amelio, 
forma: rhalrraan and chief 
executive, was ousted. 

Renowned for his powers 
of persuasion, but not - 
until now — for his manage- 
ment talents, Mr Jobs has at 
the very least “bought time” 
for Apple. 

He has brought focus and 
direction to the company, 
says Urn Bajarin, president 
of Creative Strategies, a Sili- 
con Valley consulting group. 
“I give him high marks for 
recognising that Apple can- 
not be everything to every- 


“toasts" one of Intel's bunny 
dancers, Apple has also 
drawn the public into its 
fight for survival. 


we must focus all of our 
efforts in one direction,” he 
said. To streamline distribu- 
tion, he struck a deal with 
CompUSA one of the largest 
computer store chains to cre- 
ate “store within a store” 
environments that sell only 
Macintosh-related products. 
He also cot back to just two 
national distributors. 

These moves have cut 
costs and should help Apple 


to show continued improve- 
ment in its financial perfor- 
mance. Mr Jobs is also hop- 
ing for a boost In sales later 
this year, when the company 
plans to launch a low-cost 
home computer. 

“Apple has not had a great 
consumer product over the 
last few years,” Mr Jobs 
acknowledged at an industry 
conference this month. 
“You’re going to see that 


change this &IL* The prod- 
ucts are expected to be 
stripped-down versions of 
the Macintosh that compete 
with “sub-$1000" Windows 
PCs. 

Still, Apple faces serious 
challenges. Its sales are 
largely to existing Macintosh 
users; loyalists who have 
stuck with Apple despite its 
decline. Drawing new users 
to Macintosh technology will 
be mere difficult. Competing 
In the increasingly price- 
sensitive consumer segment 
of the PC market will also be 
tough because Apple lacks 
the economies of scale of the 
Windows PC industry. 

However, the most press- 
ing issue for Apple is Mr 
Jobs’ own role at the com- 
pany. He has been “interim 
chief executive” since 
November while the com- 
pany searched for a replace- 
ment. Yet Mr Jobs has 
shown no signs of giving up 
his post 

Yesterday, as Apple’s 
board met, the Issue of 
whether Mr Jobs would take 
on a mare permanent role 
was high on the agenda: he 
Is reported to have been 
offered up to 5 per cent of 
Apple’a stock if he stays. 

However, Apple's board Is 
unlikely to force Mr Jobs to 
reach a decision. The last 
thing It needs is the sudden 
departure of another chief 
executive. 


body. It must focus on the 
market segments where it is 
strong, such as publishing.” 

Within Apple, he has cre- 
ated a passion for saving the 
company reminiscent of the 
fervour that surrounded the 
lnnTv-h of the Macintosh in 
the early 1980s. With a series 
of eye-catching advertise- 
ments in which Apple 


Mr Jobs has made some 
tough decisions, cutting 
products and projects that 
are not central to Apple’s 
operations. Last month, he 
shut down the Newton divi- 
sion, which developed hand- 
held computing devices. “To 
realise our ambitious plans 


US banks ‘could 
absorb’ Asia loss 


By John Autbera to Near York 


The Aslan financial crisis 
wfll cause loss rates for US 
international banks to rise, 
and their gaming s will be 
hit by both worse credit 
losses and declines in reve- 
nue, according to the latest 
report on the situation by 
Standard & Poor’s, the New 
York-based rating agency. 

However, the agency made 

filaar ft did not flunk the cri- 
sis would have any impact 
on banks’ credit quality, and 
their excess reserves would 
exceed expected losses. 

Providing the problems in 
Asia do not spread beyond 
the countries currently 
receiving aid from the Inter- 
national Monetary Pond, the 
banks* Miming capacity will 
remain strong enough to 
“absorb expected -Aslan 
losses by several multiples”. 

Investors in the TIB have 
already voiced concern over 


the impact of the crisis on 
the revenues of money cen- 
tre banks, which include 
Citicorp, Chase Manhattan, 
BankAmerica, J-P. Morgan 
and Bankers Trust. These 
banks derived between 8 and. 
22 per cent of their net 
income from the region. But 
S&P said: “Credit costs could 
affect earnings more than 
revenue declines.” 

It predicted that the loss 
rate from Korea, Indonesia, 
Thailand and Malaysia, the 
four Asian countries in 
receipt of aid from the IMF, 
could reach IS per cent of 
their total exposure. 

SAP said the picture for 
money oentre banks would 
“get wane before it gets bet- 
ter". It expected the ratio of 
non-performing assets to 
commercial loans would 
climb by 05 to 1.5 percent- 
age points, to a maximum of 
2JS per oent for Citicorp, the 
most exposed bank. 


Searle, Pfizer to 
expand drug deal 


By Nikki Tan to Chicago 

Searle, the US drug company 
which is owned by St Louis- 
based Monsanto, and Pfizer, 
another big pharmaceuticals 
group, have agreed to 
expand their development 
and marketing agreement 
for Searle’s celecoxlb arthri- 
tis drug to cover all areas of 
the world, except Japan. 

About a month ago, Searle 
announced it was selling its 
right to help develop and 
market the drug to Pfizer - a 
move which was seen as giv- 
ing the product a better 


nhawfg of competing against 
a rival drug being developed 
by Merck, because of Pfizer’s 
large sales force. 

Under the original deal, 
Pfizer was to pay Searle 
988m, but this will now be 
Increased to SlOOm. Searle 
said additional development 
and milestone payments 
were also expected. The Chi- 
cago-based company already 
has an agreement with 
Yamanouchl Pharmaceutical 
for development and market- 
ing in Japan. The Searle 
product is currently in final 
clinical trials In the US. 


Hilton chief seeks more room at top 

After two takeovers failed, Bollenbach needs an alternative, writes Richard Tomkins 


W hat now for Stephen 
Bollenbach, the 55- 
year-old chief 
executive of Hilton Hotels? 

Two years ago, the former 
chief financial officer of Walt 
Disney arrived at Hilton 
with a mission to shake up 
the sleepy company and give 
it some direction. 

He wasted little time. A 
few months later, he pipped 
the rival nr leisure group 
in a long-r unning tussle for 
ownership of the Bally 
Entertainment group, 
paying $3bn. 

Then, by the end of his 
first year, he had launched a 
hostile bid for ITT itself. 

But since then, Mr 
Bollenbach has been 
experiencing the bitter taste 
of defeat. 

ITT eventually escaped Mr 
Bollenbach’s grasp, agreeing 
instead to a takeover by 
Starwood Hotels & Resorts 
Trust 

And on Monday, Hilton 
announced that merger talks 
with a potential consolation 
prize - Circus Circus 
Enterprises, a big casino 
company - had collapsed. 

Meanwhile, the underlying 
business has proved some- 
thing of a disappointment 
A though Hilton's hotel 
operations have benefited 
from strong demand, a poor 
performance from the casino 
operations obliged the 
company to put out a profit 
warning in last year's fourth 
quarter. 

Mr Bollenbach is the first 
person from outside the 
Hilton family to take the 
chief executive's job. He was 
brought in by Barron Hilton, 
the founder’s son, who still 
holds 25 per cent of the 
shares and remains 

chairman. 

Barron Hilton had 
previously tried to sell the 


company at least twice, but 
he could not get a high 
enough price. In 1995, he 
came within a whisker of 
agreeing to break up the 
company by spinning off its 
gambling operations, only to 
back away from the plan and 
bring in Mr Bollenbach 
instead 

Three years later, history 
seems to have turned full 
circle: for as part of the deal 
with Circus Circus, Mr 
Bollenbach had also been 
p lanning to break up the 
company, spinning off its 
casino business and merging 
it with Circus Circus's. 

Now that plan has folded, 
MT Bollenbach is under 
pressure to come with an 
alternative. Several options 
are believed to be under 
consideration, some of which 
could be adopted In 
combination with one 
another. 

A break-up erf the company 
still looks a probability, if 
only because it formed a 
central part of the planned 
merger with Circus Circus. 
The plan could still go ahead 
with a different casino 
company as partner, or 
without a partner at all 

Potential candidates for a 
merger could Include small 
companies such as Astar or 
Rio Hotel & Casino, or larger 
ones such as MGM Grand. A 
merger with ITTs Caesar’s 
Palace casino operations 
would also be attractive if 
Starwood wanted to divest 
them and the two could 
agree on a price. 

Another possible merger 
partner Is Ladbroke, the UK 
hotel, betting and casino 
company that owns the 
rights to the Hilton name in 
markets outside the US. The 
two have spoken often, and 
in 1996 they formed a 
marketing alliance. 


UMerpressure 

Stephen Bcflantach . Stare jrics and Index 

president -rebued 0Ftt 1 1896-1001 



However, Ladbroke's 
shareholders are thought 
unlikely to sell their 
company for Hilton paper 
because Hilton stock Is not 
traded In London, and a cash 
deal would probably be too 
costly. 

And If the two were ever 
going to do a deal, they have 
had ample opportunity to do 
it before now. 

“It's still a possibility, but 
I don't think it’s a 
front-burner as people are 
portraying it," says one 
Hilton observer. 

H ilton has also been seen 
as ripe for conversion 
into a real estate 
investment trust, or Reit, to 
give it the same advantages 
that Starwood enjoyed whan 
outbidding Hilton for ITT. 

A merger with an existing 
Reit could achieve this 
objective. 

Reits, which pay no 
corporate taxes, are hot 
stocks on Wall Street right 
now, and in the battle for 
acquisitions, their high 
share prices enable them to 
outbid conventional 
companies such as Hilton. ' 

However, the tax 
advantages of Reits are now 


under Scrutiny by tiangrasG, 
and Mr Bollenbach launched 
such a severe attack an Reits 
during the bid battle for ITT 
that he has seen as having 
effectively closed that 
door. 

Hilton's advisers say Mr 
Bollenbach will not be 
rushed into a deal just for 
the sake of doing one. 

“It's a very fluid situation 
and he’s analysing a lot of 
different options,” says one 
person close to the company. 

“He always looks at so 
many thing from so many 
angles. It tends not’ to be 
sequential, where there’s 
one idea that tells apart and 
then he goes on to the next 
idea.” 

Still, in spite of Hilton's 
insistence that Mr 
Bollenbach is not under 
pressure, he stands to reap 
rich rewards If he does a 
deal soon. 

Under the terms of the 
employment contract drawn 
up when be joined Hilton, he 
has the right to exercise 
certain share options If 
Hilton’s hotel and gambling 
operations are demerged by 
June 30 this year. 

These are currently worth 
nearly $90m- 
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OILFIELD .SERVICED 
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Schlumberger in alliance 
with Russia’s Yuksi 

Yuksi, Russia's largest oil company, yesterday sinned a Strategic 
affiance with Schlumberger of the US aimed at outsourcing a Slice 
of Its $2brwHyear oflfldd services costs to a new joint venture 
company. 

The new alliance wiH take on services at an unspecified number 
of Yuksi’s existing oil Adds In Russia, and Yuksi claimed it would 
also compete for business from other Russian oil companies. 

Eugene Schvfdler, ohtef financial officer at Yuksi, said: "We 
want to create a market for oil services in Russia. All Russian ofl 
companies have to-houae services for everything from drilling to 
research to kindergartens. We win be a big client for this business 
ourselves, but nothing precludes us from doing thte for other oil 

companies.” 

Mr SchvfcHer would not co m ment on the potential cost savings 
that could be achieved from the alliance, but since the creation of 
Yuksi, management have been anxious to demonstrate their com- 
mitment to Improving efficiency. Yuksi said on Monday it is sell- 
ing a 5 per cent stake to Elf Aquitaine of Franca, in order to bring 
In capital and technical expertise far developing its vast oil 
reserves. 

- Mr Euan Baird, Schlumberger’s chairman and chief executive, 
said: "Russia provides an outstanding opportunity and challenge 
for Schlumberger. Several competitors In oilfield services have 
agreed outsourcing deals with Russia’s largest oil compan i es In 
the past, but none have yet been successful. 

Simon Davies, Moscow 


TELECOMS 


Telus in talks with AT&T unit 

Telus, the Canadian teleoommunicstions company, has confirmed 
It is In negotiations with AT&T Canada Long Distance Services 
that “could lead to a possible business combination". Telus con- 
firmed the talks fodowtng reports that It was In negotiations to 
buy two-thkds of AT&T Canada for an estimated C$1 bn 
(US$705m). Telus, Canada's third largest telephone company, 
serves customers in Alberta. AT&T Canada is one third owned by 
US parent AT&T, with the remainder controlled by three Canadian 
banks. 

Reports have indicated that an agreement between Telus and 
AT&T Canada could be reached by the end of this month, but 
Telus said It could offer no assurances that a transaction would 
follow the talks. A deal between the two company's would shake 
up Canada’s telecoms industry. Observers speculate that Telus 
would opt out of Stentor, the alliance of farmer phone mo n opo- 
Res, forcing the remaining members to seek affiances with other 
long distance carters. Telus would Immediately control a high 
speed national network, while AT&T would benefit by gaining 
Telus’ long distance traffic in and out of the western province. 
Scott Morrison, Toronto 


MOBILE PHONES 


Ericsson in Java deal with Sun 

Ericsson, the Swedish telecommunications group, said yesterday 
It had algned.a licensing agreement with Sun Micros y stem s to 
use the US company's Java computer programming language In 
Its versions of next-generation mobile telephones- Jan Ahrenbr- 
Irtg, a senior Ericsson executive, said Java was one of several 
possible software technologies which would form a platform for 
development of its “third generation' cefluiar handsets. 

These phones, due to be launched In about '2002, will provide 
subscribers with advanced multimedia services Including internet 
access. They will eventually supersede existing first generation 
analogue equipment and second generation digital phones. 

Ertasaon did not cflsckne the value of the deal and said It was 
exploring similar co-operation pads with other software manufac- 
turers. Ericsson’s most-traded B shares rose SKr2.50 to 
SKr36Q.5Q In Stockholm, Sun Microsystems shares climbed $% 
to $44% bi early trading In New York. Qrsg Meteor, Stockholm 


Outsider to head PA Consulting 

PA Consulting, the London-based management consultancy, has 
appointed an outsider. Jeremy Asher, as chief executive. Jon 
MoyMhan, PA's high profile boss, will stay on as executive chair- 
man. Mr Asher has been an entrepreneur in the on Industry, own- 
ing and then selling the former Mobil refinery at WUhelmshaven In 
Germany. 

The appointment follows a hitherto unpubllclsed crisis within 
the privately owned PA, which saw Mr Moynlhan briefly resigning 
as chairman and chief executive last August. The dispute con- 
cerned the 70 per cent of PA's shares held by the Button Trust, 
named after the founder Ernest Button. 

When the dust settled in December, Mr Moynlhan was back In 
the chair and the Trust had agreed that PA's equity should be 
wholly owned by Its employees. However, a search had already 
begun for Mr Moynihan's successor. Continued In a modified 
form, the process duly led to Mr Asher’s appointment 

It Is already deer, however, that Mr Asher will be responsible 
for running the client business, while Mr Moynlhan will look at 
strategy. PA's revenues grew 25 per cent to £220m last year, and 
are growing at the same rate this year so far. The firm also has a 
cash pile of E80m, In contrast to an overdraft of £30m when Mr 
Moynlhan arrived In 1992. Tony Jackson, London 
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This notice Is Issued in compliance with the requirements of the London Slock Exchange Limited 
(the “London Stock Exchange"). Application has been made to the 
London Stock Exchange for admission to the Official List of the undermentioned securities. 

New Issue 25 March 1998 
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Bilbao Vizcaya International Limited 

(incorporated with limited liability under the laws of die Cayman Islands) 

3,500,000 U.S.$ Series A 
7.2 per cent. Non-cumulative Guaranteed 
Preference Shares 

guaranteed by 

Banco Bilbao Vizcaya, S.A. 

(incorporated with limited liability in Spain) 

Listing particulars have been published and copies of the listing particulars may be obtained Got collection only) during normal 
business hours until 9 April 1998 from the Company Announcements Office, the London Stock Exchange, London Stock 
Exchange Ttower, Capd Court, entrance ofi Bartholomew Lane, London EC2N IHP and until 9 April 1998 (Saturdays, Sundays and 
public holidays excepted) from Morgan Guaranty Trust Company of New York, 60 Victoria Embankment, London EC4Y OJP. 

Merrill Lynch International 

Ropemaker Place, 25 Ropemaker Street, London EC2Y 9LY 
as listing Sponsor 



FT 


FINANCIAL TIMES 


The FT can nelp you reach additional business 
readers In Franca. Our link with the French 
business newspaper, Lea Echos, gives you a 
unique recruitment advertising opportunity to 
capitalise on the FTs European readership 
end to target the French business world. . 

For Information on rates and further details 
please telephone: 

Toby FlndeoCrofts on +44 171 873 4027 


• Can. $125,00(^000 


Credit Local de France 


Boating FMa Notes dm 2002 
For DM mum* Prtod from Manh 25, 

nse m 8vanter2S. 1SS8-M raw hM 

boon (MnM M Un par mum. 

He mount pqWM on Separator 23, 

issa par CM. raooo ml Cm nxum 

' ream of NatM wfl to Can. 

red Cm SSjoanr mptOMf 


Bpiiic 


QCHASf 


vssaoejomjooo 
L'AmUMru da CnMit 


Fkrtag Bate Nou* fee 


*>* da Wof utB tan 

1 nta rf&JWBK per nm wtthap 

t tana of US Hem p*r us «M0 

redrfUBKJBUM per 

nirat ta uul pejneae fee wO be 


n 

RmwiRuibas 


HRS 

Residential 
Property Securities 
No3PLC 

£150,000,000 

Gass A2 Notes 
Mortgage Badkad 
Floating Rata Notes 
due 2025 

Notice b hereby given that 
there wffl be a principal 
repayment of £2,894 per 
£100,000 Note pursuant to 
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£66,929 per Note. 
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CAR MAKER INDIAN GROU P TO CURB INVESTMENT IN JOINT VE NTURE 

Mahindra to allow 
Ford majority control 


By Mark Ntehoisoii 
)n New DeJH 

Mahindra & Mahindra, the 
Indian car and tractor 
maker, has said it would 
allow Ford, the US car- 
maker, to assume eventual 
majority control of their 
equal joint venture to make 
passenger cars for the Indian 
market. 

Both companies have 
invested equity worth *35m 
in Mahindra Ford India Lim- 
ited, the 50-50 joint venture 
agreed two years ago. The 
collaboration is already 
producing Ford Escort mod- 
els from a Mahindra plant in 
Nasik in Maharashtra and is 
due to launch next year an 
adapted version of the Ford 
Fiesta from a 100,000-unit 
capacity plant nearing com- 
pletion in southern Tamil 
Nadu. 

However, Mahindra said in 
a letter to shareholders that 
it had decided not to contrib- 
ute to the next tranche of 
equity in the car project and 


would instead focus invest- 
ment in the car sector on 
“core" businesses and the 
development of a locally 
designed range of utility 
vehicles. 

The Indian company said 
the “substantial” expected 
investment in its existing 
tractor, commercial and util- 
ity vehicles and in a new 
“world-class development 
facility” to design the new 
vehicles had prompted the 
decision. 

“The board reviewed the 
deployment of its resources 
and has advised Ford that 
for the time being we will 
restrict our equity invest- 
ment in MFTLi,” the letter 
said. 

Mahindra said the com- 
pany would develop the new 
utility vehicles, under a code 
name “Scorpio", through 
their own Bombay design 
centre, but in collaboration 
with Ford engineers. It said 
the US company had 
expressed interest in eventu- 
ally exporting the vehicle. 


due for production by 2001. 
under the Ford brand. 

Mahindra said pie Scorpio 
project would require invest- 
ment of about 3 150m. 

Mahindra said Its decision 
was likely to reduce its stake 
in MFH, to 20 per cent. The 
group added that the preyed 
to manufacture a Fiesta- 
based car would require fur- 
ther investment of $225m- 
$250 m. it was “refocusing” 
its investment, but did not 
rule out contributing addi- 
tional equity to the Ford 
venture in future. 

Mahindra said the shift 
should be seen as a redefini-. 
don rather than dilution of 
its collaboration with Ford. 
“The relationship has broad- 
ened from an equity-based 
relationship to a product and 
process-based relationship," 
said Arun Nan da, Mahindra 
president. 

Ford and Mahindra engi- 
neers would continue to col- 
laborate on both the passen- 
ger car and utility vehicle 
projects. 


India's Hindalco sees the 
way forward in aluminium 

Country’s second largest producer is building a second plant as 
part of an Rs80bn expansion programme, writes Kunal Bose 


H indalco Industries. 
India's second largest 
producer of aluminium 
and a flagship of the Aditya 
Birla Group, is proposing to 
build a greenfield aluminium 
complex in the eastern state 
of Orissa, as part of a Rs80bn 
($2.Q2bn) expansion. 

The project comes as Hin- 
dalco is about to complete an 
investment of some KplSbn 
to “substantially expand and 
modernise’' the existing com- 
plex in Renukoot in the 
northern state of Uptar 
Prades, according to AJK. 
Agarwala, chief executive 
and president. In three 
months, when the smelting 
capacity in Renukoot is 
raised 15 per cent to 242,000 
tonnes, Hindalco will dis- 
place Nalco, the aluminium 
company 872 per cent owned 
by the federal government, 
as India’s largest producer of 
aluminium. 

“There is no scope for fur- 
ther growth in Renukoot We 
began m aking aluminium 
here in 1962 with an annual 
capacity of 20,000 tonnes 
with technology from Kaiser 
Aluminium of the US. We 
have used up all the land 
and infrastructure is 
exploited to the maximum,” 
says Mr Agarwala. 

Analysts say the growing 
middle-class, an expanding 
car sector and a national 
programme to build a power 
transmission network will 
ensure growth In aluminium 
demand of between 8 per 
cent and 9 per cent a year in 
[ndia. The country, now 
self-sufficient in the metal, 
will have a shortage of 
L26.000 tonnes by 2000 which 
will rise to 458.000 tonnes by 
1005. 

According to one analyst. 
Hindalco’ s planned smelter 
in Orissa is “the right move 
at the right time". 

However, the group is not 
only targeting the domestic 
market as it rushes to secure 
bauxite and all mining 
rights and land for the 
smelter, alumina refinery 
and power complex. 

“We had a 36 per cent 
share of the domestic alu- 
minium market. While we 
won’t T^aintain this domi- 
nant position, we want to 
take advantage of the very 
little smelting capacity in 
south and south-east Asia. 
Hindalco is one of the low- 


est-cost producers of the 
metal in the world and in 
the year to March 1998 it will 
export 28.000 tonnes of alu- 
minium,'’ says Mr Agarwala. 

According to Morgan Stan- 
ley Dean Witter, HindaJco’s 
operating cost in Orissa will 
be nearly Rs3,000 a tonne of 
aluminium lower than in 
Renukoot. Mr Agarwala 
says: “The cost of producing 
alumina in Renukoot is high 
since we haul bauxite from 
far-off places in Bihar mid 
Madhya Pradesh. But we run 
the smelter and power com- 
plex extremely efficiently. 
The alumina refinery in 
Orissa will be built next to 
the country's one of the fin- 
est bauxite deposits, making 

An expanding car 
sector and a 
national 

programme to build 
a power network 
will lift aluminium 
demand by 8-9 per 
cent a year in India. 


the operating cost of the pro- 
posed complex lower." 

The cost of production of 
alumina in Orissa will be 
among the lowest in the 
world, which will allow Hin- 
dalco to export tip to 500,000 
tonnes of the metal after 
meeting the requirement of 
the new swelter, says 
S.K. Tamotia, president. 
Analysts say that because 
higher prices for aluminium 
are available domestically, 
the company will not export 
more than 20 per cent of 
what is produced in Orissa. 

The Orissa project will be 
financed at least 35 per cent 
from company funds. “We 
are a highly profitable com- 
pany and we had nearly 
Rp26.3bn free reserves at 
March 1997. Foreign loans 
will take care of 20 per cent 
of the project cost and local 
currency loans another 15 
per cent We plan to raise a 
watimiim of 15 per cent of 
project cost by equity dilu- 
tion and this can be done by 
a combination of issue of 


Global Depositary Receipts 
and a rights offer," says Mr 
Agarwala. 

Morgan Stanley Dean Wit- 
ter points out that as the 
company had a “low gearing 
of 24 per cent at end 199&07", 
the Orissa project can be 
“significantly leveraged". 

If the project goes accord- 
ing to schedule, production 
will start in the second half 
of 2001. “Our objective is to 
enhance shareholder value. 
The project will offer a new 
tax shield to the group. We 
believe that the interest of 
shareholders will be best 
served if Hindalco sticks to 
aluminium and sell an 
increasing portion of the 
metal in value-added form, 
says Mr Agarwala. 

The company will add 
value by manufacturing end- 
products such as car wheels 
and drinks cans. It will buy 
technology from Stahlsch- 
midt and Maiworm of Ger- 
many for the car wheel proj- 
ect, in which it will invest 
Rp900m. Production of 
drinks cans will require an 
investment of Rpz.sbn. 

R.K. Kasliwal, joint presi- 
dent, says: “There is an 
upbeat mood in the com- 
pany. Hindalco will end the 
current year with a much 
higher production of alumin- 
ium and profits. The result 
far 199899 will be even bet- 
ter as the extra smelting 
capacity, backed by a 575MW 
power complex, will be avail- 
able for nearly the whole 
year. Moreover, we will be 
selling 55 per cent of produc- 
tion in value-added form.” 

J.P. Morgan sees HindaJ- 
co’s 3997-98 net profits 32-9 
per cent higher at Rp520bn 
on sales up 3Z2 per cent at 
Rpl5.3bn. According to the 
company, even though 
prices fell, Hindalco’s realis- 
ation of RpG6,308 a tonne in 
the domestic market is up 6 
per cent. 

“This is because of the 
Indian customs duty of 25 
per cent on aluminium. The 
company raised the metal 
price by Rp3.000 a tonne in 
October 1997. We estimate 
Hlndalco’s production to be 
up 35,728 tonnes to 202,000 
tonnes," says Navin 
Suchanti, managing director 
of Pressman Finance, the 
stockbroker. 

ConunwflSes, Page 30 


Steady Safe seeking 
to reschedule $ 280 m 


By Sander Tboeoes hi Jakarta 

Steady Safe, the Indonesian 
taxi and bus operator, said 
yesterday it was still seeking 
to reschedule $280m in prom- 
issory notes with the liquida- 
tion team of Peregrine, the 
bankrupt Hong Kong invest- 
ment hank. 

Shadik Wahono. vice-presi- 
dent, said the company was 
also hoping for government 
support to keep its public 
transport in business. 

Soto Tian, investor rela- 
tions manager, said Steady 
Safe had dropped plans for a 
rights issue and equity swap, 
agreed by Peregrine before it 
collapsed but blocked by 
stock market regulators. 
“When you're dealing with a 
liquidation team it's differ- 
ed-" she said. “Their objec- 


Ms Tian said Steady Safe 
had yet to initiate any 
restructuring or sell assets 
and was awaiting communi- 
cation from the liquidation 
team before submitting any 
proposal for debt reschedul- 
ing;. She said the company 
still had cash flow from its 
buses, taxis and ferries but 
might consider selling off 
some to create cash either 
for debt payments or pay for 
spare parts, which are 
imported and have tripled in 
prices since the rupiah col- 
lapsed. The company esti- 
mated its property’s net 
book value at Rp342bn 
(835.4m) in June 1997. 

Shareholders at an 
extraordinary general meet- 
ing yesterday removed Presi* 
dent Suharto's eldest daugh- 
ter as a partner of Steady 
Safe. 


HK group 
to raise 
US$250m 

New World Infrastructure, 
the separately listed arm of 
New World Development, 
the Hong Kong-based prop- 
erty developer, plans to raise 
US$250m through a convert- 
ible bond issue, writes 
Louise Lucas in Song Kong. 

The company, which yes- 
terday repeated a 25 per cent 
rise in net profits to 
HKS342.6m (US$44.2m) for 
the six mouths to December 
31, plans to raise funds for 
working capital and to 
finance existing and future 
projects. 

Standard & Poor’s, the US 
rating agency, assigned a 
BBB- rating to the proposed 
bond, which will mature in 
2003. This is in line with the 
company's corporate credit 
rating. 


CP Group 
unit eyes 
motorcycle 
disposal 

CP Fokphand, the Hong 
Kong subsidiary of Thai- 
land’s CP Group, said yester- 
day it was in talks to sell its 
50 per cent stake in Shang- 
hal-Ek Char Motorcycle to a 
Chinese partner, writes Ted 
Bardacke to Bangkok. 

Shanghai-Ek Chor. a joint 
venture between CP and the 
state-owned Shanghai Auto- 
motive Industry Corpora- 
tion, runs China's largest 
motorcycle factory and con- 
trols about 7 per cent of the 
Chinese motorcycle market 
It ^ the largest holding of 
Ek Chor China Motorcycle, 
which is listed on the New 
York Stock Exchange. 

The company says pr o fi ts 
at Shanghai-Ek Chor have 
declined because of the Chi- 
nese government’s reluc- 
tance to fulfil promises to 
impose order on the coun- 
try's saturated and diffuse 
motorcycle market. 

CP, an agriculture-to- tele- 
communications group 
which is the largest foreign 
investor in China, is selling 
some assets in China to com- 
pensate for heavy foreign 
exchange losses suffered by 
some of its nan-agricultural 
Thai subsidiaries, notably 
TelecomAsia. the fixed-line 
telephone operator. 

The company said negotia- 
tions to sell its stake in 
Shanghai-Ek Chor were con- 
tinuing, but there was no 
assurance the transaction 
would proceed. Nor was it in 
negotiations to sell its stakes 
in Shanghai-Ek Chor Gen- 
eral Machinery, Luoyang 
Northern Ek Chor Motor- 
cycle or Zb an Jiang Deni 
Carburetor, the other rnain 
holding s of Ek Chor China 



Uneasy rider: China's motorcycle market Is cBffuse and saturated 


Daewoo sells 
part of 40% 
Kazakh stake 


By Charles Clover ki Kiev 


Daewoo, the South Korean 
industrial group, confirmed 
yesterday that it had sold 
part of a 40 per cent stake in 
Kazakhtelecom. .Kazakh- 
stan's telecommunications 
monopoly, which it was 
awarded last year as part of 
Kazakhstan’s privatisation 
programme. 

Dealers in Almaty put the 
size of the stake sold at 
10 per cent. 

Daewoo was said by one 
person in the Almaty market 
to have agreed with Kazkom- 
merts Securities, the Alma- 
ty-based investment bank, to 
sell the entire 40 per cent 
stake. The Kazakh govern- 
ment retains the remaining 
60 per cent of Kazakh tele- 
com and the buyers of the 
Daewoo stake are not yet 
known. 

Daewoo officials in Almaty 
could not offer an explana- 
tion for the sale, though they 
did not exclude that it was 
the result of financial diffi- 
culties afflicting Daewoo in 
the wake of South Korea’s 
macro-economic difficulties. 

Kazakhtelecom said it 
could not comment on the 
sale, as it had not seen any 
official documentation. 

Daewoo was awarded the 
stake to Kazakhtelecom last 
year after beating a number 
of other companies in a 
tender. 

It had promised to pay 
$1.37bn, which included, a 
$lbn investment to increase 
the number of phone lines in 
BTa'zatehgtan from 2m to 3.3m 


by 2000. Kazakh officials, 
however, have complained 
recently that they have not 
seen any of the promised 
investment 

A Daewoo official in 
Almaty confirmed that 
investment plans had been 
delayed. “You know the eco- 
nomic situation in South 
Korea,” be explained. 

The company maintained 
it would stick to its invest- 
ment pledge, regardless of 
whether it sold the shares. . 

The fate of Kazakhtelecom 
c alls into question Daewoo's 
ambitious investment plans 
elsewhere in the former 
Soviet Union. 

Last month, for example, 
Daewoo signed a joint ven- 
ture agreement with the 
Uk rainian factory Avtozaz, 
in which Daewoo has prom- 
ised to invest $1.3bn over 
several years - a figure that 
will nearly double the total 
foreign direct investment in 
Ukraine since independence 
in 1991. 

As a condition for the deal, 
however, Ukraine has had to 
implement restrictions on 
the import of used cars and 
grant Daewoo tax holidays. 
That has angered the Euro- 
pean Commlssian and may 
hurt Ukraine’s chances for 
membership in the World 
Trade Or ganisation. 

Officials at Daewoo’s Kiev 
office said their investment 
plans in Ukraine had not 
changed. 

The Korean group's other 
investments in the region 
include a car factory in 
Uzbe kistan. 


The Bank of New York 

is proud to announce 

the launch of its ADR Index 
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ADR INDEX 


www.bankofny.com/adr 

It’s the first real-time, market-value weighted index to track the 
performance of American and Global Depositary Receipts trading on 
U.S. exchanges. It’s the most convenient way to track 431 companies from 
36 countries with a total market capitalization over $3 trillion. 

It’s updated and made available continuously throughout the trading day. 
It’s The Bank of New York ADR Index? And it’s one more reason 
that when the question is market leadership the answer is 
The Bank of New York. See for yourself at www.bankofny.com/adE 
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COMPANIES & F IN ANCE: UK . — 

STOCK MARKET INDICATOR SINKS TO HISTORIC LOW SUGGESTING MA RKE T IS OVERVALUED Tcl6W6St IT1 OV0 

Bull run hits dividend yield c j 0$es j n on 

d> BhfOn fimwian The level of dividends has reduced to 10 oer rent next compensate them for the — ^ .-m 1 l 

General Cable 


HarKBts ciiJtM 

The phenomenal rally in the 
London stock market has 
carried the dividend yield on 
the FTSE AU -Share index 
down to what is believed to 
be its lowest level since the 
first world war. 

The dividend yield on the 
all-share dropped to 2.77 per 
cent yesterday compared 
with 2.S5 per cent at the 
height of the 1972 and 1987 
bull markets. Barclays Capi- 
tal, which keeps figures on 
the market back to 1918. 
does not believe the yield 
has ever been lower. 


RESULTS 


The level of dividends has 
been one of the most popular 
ways of valuing the stock 
market As share prices rise, 
the yield falls, so a low yield 
is a potential sign that the 
market is overvalued. The 
1972 and 1987 lows were fol- 
lowed by bear markets. 

Further, the quoted yield 
figure is gross (before tax). 
But since the dividend tax 
credit for institutional inves- 
tors was abolished in the 
1997 Budget, few investors 
actually receive their divi- 
dends gross. Only personal 
equity plan holders can 
claim back the 20 per cent 
credit, and that will be 


reduced to 10 per rent next 
year. In net terms, the divi- 
dend is 2.35 per cent. Rich- 
ard Jeffrey. Charterhouse 
group economist, says if one 
assumes future dividend 
growth in line with nominal 
gross domestic product 
growth of 5 per cent, shares 
do not offer a sufficient 
potential margin over gilts, 
given the risks. “The market 
is looking incredibly overval- 
ued." he says. 

However, bulls tend to 
argue that the nominal divi- 
dend yield is less important 
now. Low inflation means 
that investors no longer 
need a high nominal yield to 


compensate them for the 
effect of price rises. 

Ian Scott. Lehman 
Brothers strategist, points 
out that real yields have gen- 
erally fallen: the yield on 
index-linked gilts has 
dropped to 2^8 per cent He 
says the best recent indica- 
tor of the value of equities 
has been the earnings yield 
(the inverse of the 
price-earnings ratio) relative 
to the bond yield. "On that 
basis, shares look attrac- 
tively valued." 

Lex, Page is 

London stock market. 
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Asda Property — Yr to Dec 31 44.1 

Amnsfcto Yr to Dec 31 81.1 
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July 10/13# 

13 

2** 

2 

2.1 

July 1 

1.95 

3 

23 

1 

May 29 

1 

1.5 

1 

Z3 

May 22 

2.1 

3.3 

321 

11.8 

July 1 

10.75 
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16 

23.6 

- 

23 
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28 
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5 

12 

8 

63 
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0.15 

02 
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Earnings shown basic. Dividends shown net figures h brackets as for corresponding period. ♦After exceptional charge. 4Afler exceptional credit ♦Excludes exceptional 
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HNst Interest income. 


By CHristopher Price 

Telewest Communications, 
the UK’s second biggest 
cable operator, is; planning 
to pay about £200m ($334m) 
for two area franchises. The 
move is part of a strategy to 
buy General Cable, the fifth 
biggest operator for about 
£575m. 

The development comes 
days after NTL, the third 
largest cable operator, 
offered £550m for General 
Cable. NTL is also in the 
process of buying Comcast, 
the fourth biggest operator. 

Tele west’s decision to 
exercise pre-emptive rights 
over ownership of two 
franchises it shares with 
Comcast will cast a shadow 
over NTL’s acquisition. 

The move will give Tele- 
west control of lucrative 
areas of London and Bir- 
mingham, making it more 
attractive as a suitor to 
General Cable, which also 
has a stake in the Birming- 
ham franchise. 

Cable industry consolida- 
tion has been prompted by 
the desire of the large share- 
holders in the UK. groups - 
many of them North Ameri- 
can media and telecoms 


groups — to turn round the 
lossmaking companies. 1 

Should T^owest^ strategy 
succeed, it will overtake 
Cable and Wireless Commu- 
nicatkms as the largest OK 
operator. 

Much, will depend on fee 
attitude of G£n&ale des 
Earns, the French utility 
which owns 38 per cent erf 
General Cable. 

Both Telewest and NTL 
are heavily Indebted and will 
need their offers to consist 
mostly of equity, with <mly a 
small cash sweetener. 

Telewest believes its Iowa: 
debt to equity ratio com- 
pared to NTL make it more 
att r activ e to General Cable. 

' NTL is likely to stress its 
management’s eu tr epren e u r- 
ial reputation in an industry 
not renowned for its market- 
ing qpri expertise. 

Analysts are divided, over 
bow the industry will even- 
tually be structured. CWC 
has also been mooted as a 
potential predator for Gen- 
eral Cable and could yet 
enter the fray. CWC is the 
only profitable cable com- 
pany. 

General Cable, Telewest 
and NTL all refased to com- 
ment 


Savoy suitors 
seek guarantee 


By Scbebarazade 
Danestikhu, Leisure 
Industries Correspondent 

Suitors for Savoy Hotel are 
refusing to make formal 
offers far the luxury hotels 
group until they are given a 
guarantee of full control, it 
emerged yesterday. 

The bidders include Black- 
stone Group, a New York- 
based investment bank, 
which is believed to have 
offered £520m ($868m), and 


Financial information 

Schneider SA 


1997 Year-end Results 

Net income 


Starwood Lodging. Medi trust 
and Patriot American Hospi- 
tality, three US-based real 
estate investment trusts. 
They are pressing the main 
shareholders to achieve a 
consensus on the relative 
values of the 'group’s two 
classes of shares, according 
to a. banker close to the 
fa ikg- A preferred bidder has 
not yet been selected. 

Granada Group owns 70 
per cent of the A shares 
while the Wontner family 
and trusts bold so per cent of 
the more valuable B shares, 
which carry 80 times the 
votes of the A shares. . 

The famil y and trusts 
want a conversion, rate 
which values each B share 
at 6 times each A share, 
while Granada is believed to 
be hoping far ane nearer 3 
times. . 

Savoy yesterday reported 
1997 pre-tax profits of £22 8m 
G524im losses) on turnover 
up 15 per cent to £10L4m. 
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Lorf Starting has age on his . .v 

side - The bine-rinses are «« 
spiteshing out on P&O ente* | 
in ever growing numbers, .... - 

and yesterday's results high- - 

lighted just what a good bust-- mi. ; - ~:j$ 

ness this is. It generates . • . ' ’ ^ - .F .* 

strong earnings growth and '“-fffcr . f-F, 

high returns, and demand ^ f - -j • • _• jv 

shows no signs of slowing- I V 

But as P&O cruises' results » . 1 — -?> 

get better and 'better, share- \ u . f ; 

holders are entitled to won- ™ 1 frTAi fU - 1 

dear why this is not reflected ^ 
in the value of their invest- ... ^ 

ments. This may seem churl- w u . ^ 

ish as P&O's shares soared to o 

new heights yesterday, but - . . -.- -'oo 

ttey continue to trade at a 10 . 

to 15 per cent discounts the market P&O’s oUisingP^B 
trade at premiums. Place P&O's cruise business anasra«ar 
multiple of 20 to 25 times earolags . and 
worth £3^hn to £4bn. Compare that 1 “SjfSSSii 

value of around £7-5bm and it is no wonder 
can spot a good story. Their problem is that L«d Stertteg 
shows no signs of obliging. Talk of deanKging or Bqat^the 
business meets with vague arguments that the ta tese ana ,. - 
has benefited from the cash thrown off by P&Crs property:., 
portfolio. This does not make sense. There is oojo&cm - 
keeping construction, ports, property, cruises an d femes - _ 
under one roof True, Lord Sterling has delivered on tfremst :• 
phase of his strategy and limited the company's exposure to , 
depressed businesses. Investors should now m ai nt ai n pfas- , 
sure for the next step: how to unlock more value out ol the. . 

good businesses. - _ : 

(NG Barings 

The big surprise in ING Barings* efficiency drive is- that it .. 
has fr<wi so long coming. Only now,, three ye ars aft er the 
Dutch group took over banifriqrt Barings, is it gettfr^roun^- 
to Bintiiwating back-office duplication. In some cases, ft to. i 
actually struggling with triplication and worse — the legacy 
bf a inwff series of mergers. But whether this o verdu e 
spring-cleaning will catapult ING Barings into global. investor 
mxmt banking’s top tier is another matter. For one. head - . 
office seems uncomfortable with the investment bank’s , 
bonus ' culture. Then there is tbe fust that life is terribly • 
tWfimit in investment banking’s muddled middle — as the - 
likes of Barclays, NatWest and Deutsche Bank have all - 
found. Given increasing investor pressure, ING Barings does . 
not have all the timg in the world to improve its returns. 


Brunner Mond 
receives approach 


By Roger Taylor 


Brunner Mond, the 
chemicals company spun out 
of ICI two years ago, said 
yesterday it had received an 
approach which might lead 
to an offer being -made for 
tlje txmipany. ’ 

-lnitestors welcomed-’ the 
hews which, comes after two 
years of dire undeiperform- 
ance by the campany, which 
has. seen the shares fan from 
a flotation price of 175p to a 
low of I29p. The company 
said any offer was likely to 
be at a small premium to the 
flotation price, valuing it at 
over £130m ($2i7m) . sending 


the shares up 22p to ITS^p. 

Analyst said the likely bid- 
der was EMC. the Chicig^ 
based chemicals and machin- 
ery conglomerate, which is 
building a global position in 
soda ash, Brunner Mond-s 
main product.- Few - other 

i*hpmira>ls groups WOUld fee 

interested in the- business^ it 
was said. ’• ' i • 

Any bid farBrannw Mold 
would be the. latest in 
series of offers for UK chen^- 
cals company. Allied Col- 
loids has recehfly been 
bought by Ciba Specialty 
Chemicals and last yean 
Holliday Chemical .Holding^ 
was bought by Yule Catto. i 


No one in 


the world 

does more with 

electricity 

I Operating income 

» n / +29% 


Operating margin 
410.6% 




Net income 

22 4 


+61% 
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Proposed net dividend: 6.50F=1 Euro* 


+30% 
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Sharply improved performance... 

Key consolidated highlights 

;-Z pm-; 1906' % 

F&Fmtan j.\j: i Pro forma change 

Sales $7^5#; 42,822 +ir 

Operating income 3,885 +29 

Net income 1,382 +6f 

fis . 

EPS (after goodwill amortization) g.69 +54 

Prqoosed dividend per share 5.00 +30 

D eocckxfing Spie BetignoBes (*7 on consfarV structural basis 

Schneider sales rose fay 11.196 on a constant structural basis in 1997, fueled by 
growth across all product lines (electrical distribution, industrial control and 
automatron).Operating income grew by an impressive 29% to FRF 5 billion, reflecting 
sales growth and productivity gains. Net income rose by 61 % to FRF 22. billion. 

...strengthening the Group’s financial structure... 

Schneider further strengthened its financial structure during the year with net debt 
reduced by FRF 2.6 biJJion, the detot-to-equfty ratio amounted to 12% at 1997 year 
end, down from 29% one year earlier. Net capital expenditures - totaling FRF 1 ^ 1.9 
biHion - and working capital requirement were largely covered by cash flow from 
operations, which rose to FRF 4.4 billion, from FRF 3.7 billion in 1996. At its March 23 
1998 meeting, the Board of Directors has decided to ask the Annual Shareholder 
Meeting of June 12, 1998 to approve a dividend per share of FRF 6.50, or FRF 9 75 
including Avoir Fiscal tax credit, for 1997, representing an increase of 30% over the 
1996 level. Reflecting the Increase in the total number of shares outstanding during 
the year, total dividend pay-out will rise by 44% to FRF 988 million. The dividend will 
be payable Juiy 2, 1998, exclusively in cash to avoid dilution. 

—and paving the way for accelerating competitive growth. 

Reflecting its strategic positioning and sound financial structure, Schneider is 
confi dent In its future and prepared to step up the pace of its competitive growth 
strategy, taking advantage of external growth opportunities to round out its product 
lines and geographical spread. Schneider will also seek to accelerate organic growth 
notably through the development of product-related senrices.Based on the trends to 
date, tire Group expects another significant increase in sales, of approximately 5%, in 
1998, despite the impact of the slowdown of Southeast Asian economies. The year 
should also see a further significant increase in Schneider’s profitability. 

The 1997 consolidated financial statements , in spreadsheet format, may be 
downloaded at the following Internet address: hffp:/Avww. schneiderelecthc. com. 

The lull text of the release is also available on the Companfs Website, or by calling - ■ 
+33-1-46-99- 74-84. y 
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VOLKSWAGEN AKTIENGESELLSCHAFT 

•Wolfsburg 

- German Ssculty Otxfe Nos. 766400, 766401. 766402. 786403,766404. 7B8405, 786406 


Subscription Offer 

By virtue of the authority duly granted u the General 
Meeting of Shareholder* of Volkswagen 
Aktiengesellschaft on June 1, 1995 in accordance with 
Section 4<4) of the Articles of Association, the 
Man age men t Board, resolved hi October 1997, with the 
coffws of ibe Supervisory Board, to increase the share by 
DM 1326,997,100, from DM 150300,000 to 
DM 1 576297 J 00. (ttared October 20, 1997) through the 
issue of 3300300 mw ordinary shares In bearer (hnn with 
a Mutual value cif DM 50 per share (the “New Shares'*). 
The New Shares are endowed with full ilivjdend rights for 
fiscal yew 1997. 

In October 2997 dw New Shares were uodarwntten by a 
h a n k syndicate under die join lead tnanaganent of 
Deonehe Bank AG and Dresdner Bank AG, with the 
obfigation thu tte New Shares be offered for subscription 
to tbe ordinary and preference shareholders of the 
Company in a ratio of 1 New Share to every 13 ordinary 
and/or preference shares. The execution of tbe capita] 
increase was entered on October 20, J997 in tbe 
Commercial . Register. Doe 10 turbulence .in the 
international capital ™b« immediately fallowing the 
execution of the capita! increase, tjbe sabecxxpdon period 
originally designated was postponed. 

The subscription period has now been sat for the time 
Bran March 25 up to and fiadndk« April 7, 199& 

Ws ark cur sbanshoUeis tofexotise their subscription rights 
whh raped to die New Shares, in order to avoid exdustoo, 
during regular banking hours at the mbsertption dH« 
listed below: 

SBC WutwrgDflkm Read 

Swiss Bank Boose 
1 High Timber Sired 
London EC4V3SB. 

The subscription jxicc for the New Shares is DM I3l0per 
6hare (manna) value of DM 50). The subscription tights 
do rax apply 10 any fractional amounts of shares. 

hi kee ping with the subscription ratio, for every 13 
ntiinafy and/or preference shares with a no minal vain- of 
DM 50 per share (German Security Code Nos. 766400. 
766401. 766402, 766403. 766KM, 766405, 766406k the 
holdcnt of dividend coupoo no. 37 (in the case of ordinary 
sham) or dividend coupon no.- 12 fin tbe cane of 
pcefcraKc shares' nay subscribe to one New Share re a 
price Of DM 1310 per share with a nominal value of 
DM 50 p er share. A total of 13 dividend coupons for the 
onfinrey and/or preference shares mm be presented in 
order to sttbscribe to ok New Share. 

The arhacriptM price wffl be payable on April 7, lpjjj. 
The subscription rights (German Security Code No 
raiJOgl wfflbe listed on ^GtitnansiodiexchingMlmm 
March 25 up 10 and including . ApriJ 3, 1993 
atbscripti^offiaaarepnB^ 

■* .gems with respect to stock market purchases and sai« 
of wdrccripd on ri^m. Aa of Match 25. 199g. the ordinary 
^F^er^^ofVontevragcnAGwiDbeJis^ 

subscription rights’* on nO German stock exchanges. 


Subscription will be subject to customary bank cammissldiis 
mtas the subscriber acquires the New Share by presenting 
die above-mentioned dividend coupons ’ during regular 
business boms at one of the s ub scription offices at whfch 
point 00 further correspondence necessary. 

The New Shares in bearer form (German Security Code 
.. No - 766400) will be represented by a global cert ifi ca t e 
deposited with Deonche BSrse Clearing 
Aktiengesellschaft (formerly Deaucher Rassenvcrein 
Aktiengese II schaft) and wii) be nude available to 
shareholders in the form of shores in a collective 
deposit account. 

Tbe New Shares in bearer form have been accepted for 
Iwtog no die German stock exchanges in Hannover. 
Berlin, Bremen. Dusaeldorf, Frankfort am Main! 
Hamburg. Munich and Stuttgart: it ii anticipated that dm 
Mit* will become effective on April 8 . 1998. The New 
Shares will be listed on the stock erebongea In 
Amsterdam, Barcelona. Bilbao. Brussels. Loudon. 
Luxembourg, Madrid. Milan, Paris, Tteyo. Valencia. 
«ema and on the Swim Exchange in acoortmce with 
the regulations oF the respective stock exchanges.- • 

Until the beginning of tbe subscription period this 
whsiripotw offer ia revocable. 

The New Shams are not and will nor be registered mxfcr 
the^mMon, °r n* Unm* states Securitiea Act of 1 933 
or Ste laws of hxfividuaJ rases in dm United ^ at * 
will they be offered or sold in tbe United Stales imtessthe 
o^rwsate^made to “qualified bmimriooal buyer*- 
M * Raed “ Ride I44A under the Securities An 
of I93J. which Provides an aempdoa from Ore 
^ounon mpiremeou rf ^ 5 **^ ^ ^ 

“W® *- 1 QIBs acquire New Shares punaum to Rote 
144A. ft u Reassary flua they issac art anatom, letter 
Ptefem* to adhere to eertrin anffing rcraktkm with 
mspea to the New Share*. 

Notice 

Excl,aa 8 e ' M cwtreJ listing for 
fte German 5i«* Coopmdve. as'fim 

toJ^Jf 1 ^ abow fto “ ''“““day, March 25, 
1998. IQ-OOh (Frankfurt time). 

Approved by Swiss Bads 
0tnmgh .***« SBCnrbvg- 
Oflfcm dead, for ,he purpt^a Section S?oftbeFb^l 

oJi Smtritie. md Fi Uarei Authority Umded 

c^rarmr a ^ganiiog Keshan*. of 

«P- Mthvso, shrmhoUm OvoidZikcddee 
■ * ***** 

Man* 1998 .. “ 

VOLKSWAGEN AlTTlENGESELLSCHAFT •• 

The Manae e m tt t Board 
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^ PROMPT 4% SHARES RISE 

Cruise and 

ferry sides 
bolster P&O 


Newcastle United bounces back 


By Jonathan Font 

P&O said yesterday that fts 
two-year restructurin g pro . 
gramme was complete as 
strong performances from its 
cruise line and ferry busi- 
nesses helped produce a 30 
per cent rise in annual pre- 
tax profits to £433. 9m 
($724. 6m). 

■Hae results were at the top 
end of the range of analysts' 
forecasts, prompting a 4 per 
cent rise in the group’s share 
price to 889p. 

“We have completed what 
we said we were going to-do 
on the corporate side in 
March 1996,” said Lord Ster- 
ling, chairman. 

Since 1996 the shipping 
and property group has 
responded to shareholder 
criticism by putting weaker 
shipping businesses into 
joint ventures, selling large 
parts of its property portfolio 
and catting exposure to 
some peripheral activities 
such as housebuilding. 

Following this month's 
merger of its cross-Channel 
ferry operations with those 
of Stena Line, P&O said it 
would focus on achieving its 
stated target of a 15 per cent 
return on capital Last year, 
it achieved 1IL9 per cent 

Analysts praised the speed 


with which the company had 
completed the restructuring 
programme. 

“When Lord Sterling laid 
out his medium-term plan 
two years ago, people won- 
dered if he would be able to 
deliver it" said one analyst, 
“on these results, it is clear 
he has." 

Operating profits rose 
from £5Q9-3m to £56&3m on 
turnover 16 per cent lower at 
£5.9bn. The Ml in sales was 
due to a change in the 
accounting treatment of the 
container shipping business 
following Its merger with 
that of Nedlloyd at the 
beginning of last year. 

After reorganisation costs 
of £34£m - incurred as a 
result of the container ship- 
ping merger - and property 
profits of £67-2m, pre-tax 
profits were £433. 9m 
(£332An). 

Profits from cruise ship- 
ping climbed from £157.5m to 
£1 75.2m, helped by growth in 
the US and UK markets. 
P&O said bookings were 
strong and yields continued 
to rise. 

The ferry operations 
increased profits by 42 per 
cent to £67.7m, assisted by 
increased cross-Channel traf- 
fic after the Channel tunnel 
fire at the end of 1996. 


Britannic I Delta 


reaps 

overhaul 

benefit 

By Christopher Browa-Humas 

Britannic Assurance 
yesterday unveiled better- 
than-expected profits and 
investment performance for 
1997. 

Operating ^profits - were 
£17A3m ($291m), about £L0m 
above estimates, against a 
restated £81 3m for 1996. 

Much of the improvement 
stemmed from the release to 
shareholders of £943m from 
funds surplus to policy- 
holder needs, following an 
agreement with the Depart- 
ment of Trade and Industry 
early last year. 

But analysts said the post- 
tax Investment return on 
shareholders' retained capi- 
tal at 203 per cent was also 
better than expected. 

Britannic’s underlying per- 
formance was static - 
although it claimed this was 
a reasonable achievement in 
a year disrupted by manage- 
ment change and restructur- 
ing of the salesforce. 

Brian Shaw, chief execu- 
tive, said the benefits of the 
overhaul, which included big 
cuts in branch numbers and 
head office staff, were show- 
ing through. They included 
annualised savings of £20m, 
higher salesforce productiv- 
ity, and improved new busi- 
ness results. 

Mr Shaw said the company 
planned to broaden its prod- 
uct range to include deposit 
accounts, ran with Bank of 
Scotland, and had begun to 
pilot schemes - with other 
companies - in unsecured 
inang and health insurance. 


plans 

Dutch 

purchase 

By Antbew Edgecfiffe-Johnsan 
in London and Gordon Cramb la 
Amsterdam 


Delta, the restructuring 
electrical and engineering 
services group, is planning a 
sizeable expansion of its 
electrical protection busi- 
ness with the FI 287m (£83m) 
acquisition of Holec Holland, 
an electrical switchgear 
manufacturer in the Nether- 
lands. 

Delta also announced that 
a £4 9m write-down of its 
commodity cables assets 
knocked the group from a 
£45. Bm pre-tax profit to a 
£22JSm loss in 1997. Pre-ex- 
ceptianal profits were up 8 
per cent at £59. 2m. The 
annual dividend, which had 
been enhanced for tax rea- 
sons last year, settled back 
from I83p to I6p, with an 

113p final 

The company reported 
losses per share of 29 3p, 
compared to 15 -2p earni n gs 
last year. 

John Scott-MaxweU, Del- 
ta's chief executive, said the 
Holec acquisition would 
enhance its position in elec- 
trical protection in Europe 
and Asia. 

Holec. which makes 
systems and components 
for low-voltage and medium- 
voltage electrical switching 
and protection, made pre-tax 
profits of about FI 35m on 
sales of FI 350m in 1997. 

The proposed deal, which 
is subject to conditions, 
comes six months after 
Holec abandoned a planned 
flotation in Amsterdam. 


PUBLIC NOTICES 
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By Stand Koper 

Hours after forcing Its two 
winiw shareholders from the 
board, Newcastle United yes- 
terday revealed an 80 per 
cent rise in first-half pre-tax 
profits. 

The results were presented 
by Sir Terence Harrison, the 
group chairman, who on 
Monday had called the five- 
hour board meeting which 
succeeded in forcing out 
Freddy Shepherd, the soccer 
club's pfrairwym, and Doug- 
las Han, vice fihalrmaiv 

The two men allegedly 
made insulting comments in 
a Spanish brothel about 
Newcastle fans, local women 
and Alan Shearer, the club's 
star player. 

Their resignations were 
announced after midnight on 
Monday, under pressure 
from fans and Newcastle's 
three independent non-exec- 
utives, Sir Terence, Denis 
Cassidy and John Maya 

The shares yesterday rose 
5p to loop, compared with 
90p when the first Hall-Shep- 
herd revelations appeared on 
March is. 

However, the arrange- 
ments to succeed the two 
men raised further ques- 
tions. Sir John Hall, the 



Alan Shearer: warmly welcomed by Newcastle fans last 
year but allegedly insulted by big shareholders this year 


father of Douglas who 
retired as club c h a irman last 
year, returns until the end of 
the season. Since his son 
owns 58 per cent of the 
shares and Mr Shepherd 6 
per cent, they will have the 
biggest say in choosing his 
successor. 

Sir Terence said yesterday: 
“They must be examining 
the situation as to their 
majority shareholding." But 
Mr Hall needs permission 
from NatWest Markets, 
which brokered the flotation, 
to sell any shares before late 
this year. 


As a reward for resigning, 
Mr Hall and Mr Shepherd 
will be able to nominate a 
representative each to sit on 
the non-executive board. 
They cannot choose fondly 
members, and the indepen- 
dent non-executives can 
reject their choices. But as 
majority shareholders, Mr 
Hall and Mr Shepherd could 
remove the board. 

The company's results for 
the six months to January 31 
showed pre-tax profits jump- 
ing to from £6. 45m ($10.77m) 
to £11.6m - more than many 
analysts had expected for 


the full year. Sales rose 26 
per cent to £3lm. Earnings 
per share were 7J3p (6.2p), 
far a maiden interim divi- 
dend of Q-6p. The gains were 
largely due to Newcastle's 
appearances in the Champi- 
ons League, from which they 
were knocked out in Decem- 
ber. Income and spending in 
the second half of the year ’ 
are expected virtually to can- 
cel each other out, unless 
Newcastle wins the FA Cup. 
The team has reached the 
Bgmi.flTMi- hut risks relega- 
tion from the Premiership. 
However, Sir Terence said 
the full-year results were 
“likely to represent a 
healthy improvement over 
last year”. 

Match receipts, television 
and sponsorship income all 
grew strongly. However, 
branded goods sales rose by 
less than inflation, from 
£5.4m to £5.5m. Josephine 
Dixon, finance director, said 
regional sales of branded 
products h»ri nearly peaked, 
with 114 shops in the New- 
castle area already selling 
the merchandise. 

Analysts expect full-year 
profits only marginally i 
above the half-year figure, 
giving forward earnings per 
share of 8p. 


Nycomed held 
by currencies 


By Daniel Groan 

The strong pound and heavy 
competition In US X-ray 
markets held back profits at 
Nycomed Amersham, the 
Angl o-N orw egian pharma- 
ceuticals company. 

In the first post-merger 
results, pre-tax profits rose 9 
per cent, excluding exc h ang e 
rate movements, to £198. 6m 
($332m), calculated on a pro- 
forma basis. 

The company, formed last 
year by a three-way merger 
of Norway's Nycomed with 
the UK's Amersham and 
Sweden's Pharmacia Bio- 
tech, is the world’s biggest 
supplier of imaging agents 
th at improve the clarity of 
X-ray images. It is also the 
biggest provider of supplies 
for biotechnology research. 

Currency movements cut 
£35m off pre-tax profits, the 
company said, adding that if 
exchange rates stayed as 
they were for the rest of 
1996. it would cost a further 
£14m-£16m. 

The proforma figures also 
exclude disposals and 
merger costs and took 


account of a change in the 
company's year-end from 
March to December. 

After integration costs, 
which amounted to £114Jjm, 
the wimpany was left with a 
statutory loss for the nine 
months to December 31 1997 
of £61. 9m (£65. 8m profit). 
Turnover for this period rose 
from £426.4*n to £593.lm. 
Pro-forma 1997 sales rose 7 
per cent to £L38bn. 

Sales at Amersham 
Pharmacia Biotech, which 
supplies biotechnology labo- 
ratories, rose 8 per cent to 
£425m. The main problem 
was the US X-ray contrast 
agents business, where sales 
fell 15 per cent to £152m. 

Mr Castell said that new 
products should more than 
itibIcp up for the decline this 
year. 

Pro-forma earnings per 
share rose 7 per cent to 90.1p 
- for the nine months there 
were losses of 7l.2p (63.8p 
earnings). The final and sin- 
gle dividend payment is 
17.5p (16p) against a 22p total 
last time. 

The company announced a 
5-for-l share split 


Five BP directors awarded maximum share bonus 


By Andrew EdgecWfe-Johoson 

British Petroleum has 
awarded share bonuses 
worth more than £3m ($5m) 
to five directors, it said yes- 
terday. The awards, which 
Include mare than £900,000 


worth of shares for John 
Browne, chief executive, are 
the mflyiranm which Could 
have been granted under the 
group's long term perfor- 
mance plan. 

BP has given Mr Browne 
and Rodney Chase, deputy 


chief executive, 100,200 
shares each John Buchanan, 
finance director, received 
58,400 shares, and two man- 
aging directors, Richard 
Olver and Chris Gibson- 
Smith, were awarded 37.500 
shares each. 


At yesterday's closing 
price of 907p, down 26Vsp, the 
shares are worth £3. 02m in 
total. Mr Browne's pay 
before long-term awards rose 
from £752.000 to £938,000. 

BP said yesterday that the 
maximum amnrmts had been 


granted under the three-year 
rolling plan because the 
company's performance had 
exceeded that of seven peer- 
group companies - Amoco, 
Arco, Chevron, Exxon, 
Mobil, Shell and Texaco. 

The scheme’s main perfor- 


mance measure is share- 
holder return, but the maxi- 
mum payment required that 
BP also show “satisfactory 
performance" against mea- 
sures such as cash flow, 
return on capital employed 
and earnings per share. 


Dynamic Role 
’ 21st Century 


Global network of 600 affiliates , phis trade andfinandng know-how , ; 
makes it a “value-adding” company 



Where others may see a crisis, 
Marubeni Corporation President 
Lwao Toriumi sees business 
opportunities. “The current eco- 
nomic turmoil in many areas of 
the world presents many diffi- 
cult challenges," says Mr. Toriu- 
mi, “but as deregulation and 
market reforms nirther open 
local economies, there are many 
opportunities for our company 
to play an important role." 

As one of Japan’s largest 
trading companies, with a 
turnover in the fiscal year end- 
ing March 1997 in excess of Yen 
14 trillion, Marubeni’s business 
expertise includes an impres- 
sively diverse range of activities. 
From ‘upstream’ roles such as 
resource development to ‘down- 
stream’ activities such as mar- 
keting famous brand fashions, 
Marubeni is demonstrating its 
skills around the world. 

A company founded in 1858 
as a textile trader, later evolving 
into a major dealings in Taw 
materials and heavy industrial 
projects, is heading in new 
directions. 

Vision 2000 Strategic 
Flan 

Marubeni’s long-range strategy is 
expressed in Vision 2000, a plan 
to use the company’s global net- 
work of 200 offices ana 600 affil- 
iated companies in 84 countries 
to position itself for growth and 
improved profitability. Vision 
2000’s keywords are change, 
speed and risk management. 

“We’ve entered a crucial 
period in which many winners 
and losers in the global market- 
place are being identified," Mr. 
Toriumi says. “The keys to being 
a ‘winner’ are seeking business 
in regions in which iheTe is 
stable economic growth and 
investing in the most promising 
new business sectors." These 
include resource development, 
information and muftiznedia- 
related technologies, environ- 
ment-related businesses and 
various services. 

“As we follow this strategy, 
we are taking advantage of 
the trend toward market and 
business deregulation, while 
making sure that all our busi- 
nesses are focused on maximum 
profitability." 

Maiubenib ultimate goal, he 
says, is to be known as “a value- 
creating company, always look- 
ing for ‘win-win’ deals which 


benefit all the parmers. " It also is 
essential to nave the ability to 
quickly adapt to changing con- 
ditions, with a strong commit- 
ment to being profit-oriented 
and entrepreneurial 

“To compete in this new 
global era, you cannot rely on 
the old ways of doing things. 
There has to be an openness of 
thinking and attitude. Each 
Marubeni employee should have 
a keen and eager approach with 
the aim of being an expert in his 
or her fob. If each employee 
succeeds in that aim, then our 
company will succeed." 

Resource Development 
Projects 

One of Marubeni's major busi- 
ness activities is resource devel- 
opment. In the Persian Gulf 
region, Marubeni has a siake in 


the largest fields in the world to 
a major Japanese electric power 
company 

In the energy-rich regions of 
the Russian Far East, Marubeni, 
together with Japanese, Ameri- 
can and Russian partners, is 
developing an oil and natural gas 
field on the island of Sakhalin. In 
India, Marubeni has become the 
first foreign firm to be involved 
in a local oil and gas develop- 
ment project at the Rawa field in 
the Bay of Bengal. In China, the 
company has constructed four 
LPG and crude oil storage and 
distribution sites. 

Other major projects are 
linked to increasing demand for 
energy-related infrastructure. 
Sithe Energies, Inc., a major 
American independent power 
provider in which Marubeni has 
a 30% share, is building the 
largest hydroelectric plant in the 
Philippines. 

Sithe also has obtained a 
license to all retail power in the 
New England region of the Unit- 
ed States. The company will con- 
struct new power pWts, and has 
purchased 12 other power plants 
whose total output will equal 
23% of electric power demand in 
those northeastern states. 

Global Investments 

In Mexico, working with the 
BOC Group of the UK and oth- 
er partners, Marubeni is provid- 
ing 35% of the capital in a joint 


venture to build the world's 
largest nitrogen gas production 
plant. Over a 15-year period 
beginning in 2000, the new busi- 
ness will supply Mexico’s state- 
owned oil company, which 
operates the sixth-largesi oil field 
in the world. 

In South America, Marubeni 
built a storage base deep in the 
jungle as part of the world’s 
longest natural gas pipeline, run- 
ning from Bolivia to Brazil. The 
first trading company ever to 
organize a project of mis scale, 
Marubeni structured long-term 
financing and is handling pro- 
curement of pipe for the pipe- 
line, as well as construction of 
support facilities. 

In Europe, Marubeni, in 
partnership with Rolls Royce pic 
of the U.K, has become the first 
trading firm involved in an air- 
craft engine program. Marubeni, 
which has haa a relationship 
with Rolls Royce since 1992, is 
sharing revenues in return for 
sharing various costs and risks 
relating to Rolls’ Trent engine. 
The engine has been in service 
on the Airbus Industrie A330 
airliner since 1995, and on the 
Boeing 777 since 1996. 

Positioned in 
Telecommunications 

A major coporate reorganization 
which merged many units to 
improve bom the speed of deci- 
sion-making and market focus, 
combined with the trend toward 
market deregulation, has ena- 
bled Marubeni to position itself 
in promising new businesses 
suen as telecommunications and 
financial services. 

Liberalization of Japan's 
telecommunications laws al- 
lowed Marubeni to invest in an 
11-station cable television 
(CATV) network and an Internet 
access service in Japan. “The 
strongest growth in global for 
information is linked to infra- 
structure and software,'’ says Mr. 
Toriumi 

On the infrastructure side, 
Marubeni and its partner, 
NYNEX, are involved in a large- 
scale telecommunications net- 
work project which eventually 
will lay optical fiber lines linking 
Europe, the Middle East and 
Asia. Marubeni also has invested 
in a project to lay a high-speed, 
high-capacity undersea fiber 
optic cable system to provide 
telecommunications services 



frvao Toriami, President 


between Japan and the U.S. 
within two years. 

In Japan, through its net- 
work services affiliate, Marubeni 
is the major partner of British 
Tele co mm uni canons, offering 
customers both domestic and 
global communications services 
and support 

Financial market deregula- 
tion in Japan also is opening up 
new opportunities in financial 
services. Marubeni is using its 
experience in project financing 
to offer a wide range of financial 
services. Its financial specialists 
are active not only project fund- 
ing, but in issuing commercial 
paper, medium term notes, 
Eurobonds and other financial 
instruments. The company’s 
expanding network of financial 
subsidiaries and affiliates in the 
U.S., Europe and Asia mean that 
its services are available to cus- 
tomers around the world, and 
around the clock. 

North American 
Ventures 

Marubeni’s North American 
ventures are deeply involved in 
grain trading ana paper pulp. 
Columbia Grain, a Marubeni 
subsidiary, handles about 20% 
of the wheat shipped from the 
US. northwest, and 30% of the 
wheat shipped from the U.S. to 


In Canada, a joint venture 
with local andjapanese partners 
produces pulp aL two plants for 
export to paper producers 
around the world. Both plants 
have obtained ISO 9001 certifi- 
cation in recognition of their 
stria observance of internation- 
al standards for minimizing the 
environmental impact of their 
operations. With annual sales of 
1,4 million tons, Marubeni is 
one of the world’s laigesi pulp 
dealers. 

While it pursues its global 
strategy of diversification, 
Marubeni continues to expand 
its traditional business as one of 
Japanh most experienced textile 
traders. Again, the trend -is 
toward international joint ven- 
tures, often in the form of import 
or licensing agreements. Over 
the last two years, Marubeni has 


introduced more than 20 foreign 
apparel brands in Japan. 

Improving Profit a bil it y 

The ultimate bottom line goal of 
ah its varied investments, says 
Mr. Toriumi, is “not only to con- 
tribute to the growth of the glob- 
al economy, but to improve our 
company's profitability. Our cor- 
porate goal is an ROE level of 
10% within three years, and 
based on the improved ROE 
performance we’ve already 
achieved, 1 feel confident we can 
reach our goal on schedule." 

The most important ‘bottom 
line,' be emphasizes, is not only 
Marubeni corporate policy, but 
its people. “They are our most 
important resource. Without 
capablepeople, we have no 
future. They must be the kind 
of people who reject anything 
less than the highest quality. 
They must be honest in their 
feelings, and honest in their 
behaviour." 

To make best use of its talent 
in a new globalized, borderless 
world, Marubeni is abandoning 
old, rigid personnel policies. 
“Any restraint on getting the 
right person for each job are 
unacceptable. This means be- 
coming fully transparent in 
operations and information dis- 
closure, based on global stan- 
dards. Every Marubeni employee 
should feel confident that our 
company is working on Big 
Bang^rinciples— free, fair ana 

Mr. Toriumik message to his 
global staff at the New Year 
focused on the philosophy 
which is the real key to 
Marubeni’s future; “If we want 
to be attractive business part- 
ners, we must constantly im- 
prove our expertise and broaden 
our knowledge. A company is 
judged by the way it behaves. I 
want our company to be known 
for its open-mindedness, its 
know-how and enthusiasm, and 
its desire to be the best in every 
line of business we enter." 

<8> Marubeni 

CORPOHAHON 
Tokyo and Osaka, Japan 
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INTERNATIONAL CAPITAL MARKETS 


German bunds lead European rally 


aisfflWL- 

Bf Whcwt IHand in London 
and Join Lafcate in New York 

European markets closed 
higher yesterday as inves- 
tors awaited two key reports 
due today that will effec- 
tively be the last word on 
the single currency. 

Positive German Inflati on 
numbers and a firm op enin g 
tn the US helped sentiment 
although trading generally 

was quiet 

GERMAN BUNDS led the 
rally ahead of reports from 
the European Monetary 
Institute and the European 
Commission that most ana- 
lysts agree are unlikely to 
upset the European mone- 
tary union drive. The Bund- 
esbank is due to present its 
own Emu report on Friday. 


Criticism of some of the ll 
aspiring members' monetary 
and fiscal preparations may 
be heard from the EMI. the 
forerunner of tbe single 
European central bank, but 
"Eleven Into one will - 
must! - go." noted Alison 
Cottrell, international econo- 
mist at PaineWebber, in a 
commentary. 

The inflation data,, mean- 
while, showed little upward 
pressure on prices, leaving 
the near-term interest rate 
outlook favourable for 
bonds. The June bund future 
settled in London at 107.77, 
up 0.19. although DTB vol- 
umes remained relatively 
modest with 212,000 con- 
tracts exchanged. 

FRENCH BONDS recov- 
ered with bunds after a 
sharp fall on Monday. The 
June future settled at 104.22, 


RBS in novel 
securitisation 


By Saner bkandar 

The Royal Bank of Scotland 
has taken securitisation a 
step further, issuing securi- 
ties collateralised. with exist- 
ing asset-backed securities. 

The diversification offered 
by the transaction, called 
Ben Nevis One, is superior 
to that of "first degree” 
securitisations, because the 
collateral consists of a wide 
range of asset classes. 

These include securitised 
mortgages, credit card 
receivables and corporate 
loans. The deal also offers 
geographical diversification. 

As a result, $4742Sm of a 
total $5l5-5m of bonds were 
granted a preliminary AAA 
rating by DCR, the US rating 
agency, although than 
half the collateral is rated 
AAA. Credit enhancement 


WORLD BOND PRICES 


up 0.26, in quiet Matif trad- 
ing, which is still being bit 
by a strike by local traders. 

Claims by a senior execu- 
tive at KfW, the state-owned 
German development bank, 
that the bund would be the 
benchmark in Emu rather 
than the OAT, raised eye- 
brows but little else. 

UK GILTS were modestly 
higher ahead of an auction 
today of £2bn of 10-year 
bonds, which is expected to 
attract considerable support 

because of a general short- 
age of supply of new paper 
in the market after a sharp 
downward revision of the 
public sector borrowing 
requirement. 

The June gilt fixture rose 
ft to settle at 108K but trad- 
ing was thin, with Just 40.000 
Contracts chang in g hpnrig by 
early evening. 


The Bank of Spain failed 
to provide SPANISH BONOS 
with a cut in interest rates, 
but most observers said it 
was Just a matter a f time 
before there was a reduction, 
especially since the govern- 
ment said yesterday it had 
slashed its budget deficit in 
the first two months of this 
year. 

The yield on 10-year bonos 
slipped below 5 per cent for 
the first time, while the June 
fixture settled 0.21 higher at 
109.38 In quiet trading. The 
spread between 10-year 
bonos and bunds now stands 
at 16 basis points. 

US TREASURIES had 
moved little by early after- 
noon as the market awaited 
an auction. 

Tbe benchmark 30-year 
bond had slipped £ to 103 Vi, 
yielding 5.874 per cent The 


two-year note was 
unchanged at 99ft, yielding 
5.532 per cent, and the 10- 
year note was unchanged at 
99Vi, yielding 5.566 per cent. 

The US Treasury was 
about to auction $14bn in- 
two-year notes. "The market 
is holding its breadth for 
that,” said Tom O'Connell, 
senior government trader at 
First Chicago Capital Mar- 
kets, adding that some direc- 
tion was expected to emerge 
after the auction. 

Helping to add calm to the 

day's pace was a lack of 
fresh economic data. That 
will change today, when 
durable goods for February 
and existing home sales 
reports are issued. On Thurs- 
day GDP revisions will be 
published and on Friday per- 
sonal income data will be 
released. 


New international bond issues 


was also helped by the issu- 
ance of $35 ,5m of Class B 
bonds, which carry most of 
the risk and are rated BBB-. 

“This deal creates more 
liquidity across our balance 
sheet," said Brian Crowe, 
RBS director of treasury and 
capital markets. 

BRAZIL tapped the 
D-Mark sector with DM750m 
of 10-year bonds. The Issue 
pays a 10 per cent coupon 
the first two years, then 
steps down to 7 per cent 

The sterling sector contin- 
ued to see healthy demand 
on the back of a strong cur- 
rency and confidence after 
last week's presentation of 
the 1998-99 budget 

CD3A SPECIALTY CHEMI- 
CALS, the Swiss chemical 
anti pharmaceutical group, 
ventured outside its domes- 
tic currency for the first 
time, with a £300m issue of 
15- year bonds. 
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Strong 
response 
to Russian 
eurobond 

By Saner bkandar 

Investors took Monday’s 
sacking of the Russian gov- 
ernment in their stride yes- 
terday when they rushed to 
buy the country’s latest 
DMUJSbn offering of seven- 
year eurobonds. 

The launch, Russia's first 
since last autumn's Asian 
crisis, surprised bankers, 
who were expecting a delay 
because of the political tur- 
moil. "It was a bold move to 
go ahead with all that was 
happening,” said a syndicate 
manager in London. "But 
the fact that It was increased 
[from DMlbn initially] 
proves it was tbe right deci- 
sion." 

The lead managers said 
investors had maintained 
their orders after last week’s 
road-show, allowing the 
offering to go ahead. 

“Investors are there for 
the long term," said Deut- 
sche Morgan Grenfell, joint 
lead manag er with SBC War- 
burg. “They are willing to 
ride out any short-term vola- 
tility." 

Standard & Poor's, the US 
credit rating agency, con- 
firmed Russia’s BB- foreign 
currency rating saying it 
"takes Into account the kind 
of political uncertainty wit- 
nessed [on Monday]”- 

The deal was priced to 
yield 475 basis points over 
equivalent German bunds, at 
the high end of 465-475 bads 
point indicated range. In the 
afternoon the spread tight- 
ened by two basis points. 

Deutsche described the 
launch as a challenge, but 
said the deal helped give 
momentum to Russia's inter- 
national funding pro- 
gramme. Russia is aiming to 
raise up to $&5bn on the cap- 
ital markets this year, from 
a total ftmding requirement 
of about ®10bn. 


NEWS DIGEST 


EURO DERIVATIVES 

SocGen and French utility 
in private 'cap’ agreement 

Socidtd Gdndrate, the French bank, and Compagnfe G6n6rate 
cnmmobUler et de Services, the reef estate arm of the unities 
conglomerate Compagnie Gdntarie des Eaux, have signed a pri- 
vate derivatives agreement denomi n at e d in cures, the planned 
European single currency. . . 

Tbe so-called "cap", which protects CGIS against a rise In the 
three-month interest rate on the euro. Is believed to be the first of 
its kind. Tbe deal wDI guarantee a maximum borrowing rate of 4 
per cerd ter CGIS. If Eurtbor - the average of rates quoted by 60 
or so European banks - rises abowthat level, SocGen will forgo 
the difference. Tbe transaction, which runs lor a year, has a 
starting date of January 1 2000. All derivatives transactions 
involving the euro have forward starting dates, because they only 
become valid after the Introduction of the new currency next 
January. 

Although other banks have been active in the over-the-courtar 
market for eieo-denomlnated de rivative products, SocGen was 
the first bank to peg a swap to the Eurfbor reference rate. In Jan- 
uary. Others - including Paribas, the French bank that has been 
building a niche business in the euro - say they traded swaps 
and other OTC products denominated In euros as early as last 
yea 1 . However, those trades were mainly pegged to the. rival Eure 
Libor rate compiled by the British Bankers Association, which 
publishes Ubor rates on misting currencies due to be replaced 
by the aura 

Continental European banks, and French banks in particular, 
Nave been encouraged by their countries’ monetary authorities to 
use the Eurfbor rata. Bankers In London are sceptical about Euri- 
bor, because the sample wtB contain banks with relatively low 
credit ratings, while Libor will only take quotes from the largest, 
most creditworthy banks. The switch from national Libor rates to 
Eurfbor also rafees legal uncertainties, because the banks contri- 
buting to Eurfbor fell under several different jurisdictions. 

Samer iskandar 

ELECTRICITY CONTRACTS 


Nymex expansion approved 

The New York Mercantile Exchange, the largest of the Manhat- 
tan-based futures markets, has received regulatory approval tor 
two new 98ts of electric it y futures and options contracts based 
on delivery In the eastern US, giving it a head-start in what could 
become a battle between exchanges. 

Nymex already trades electricity contracts based on western 
delivery, wHh volumes averaging around SL500 contr a ct s a day. 
The new contracts will provide for delivery via the Cinenergy 
transmission system, which is based In Ohio, and via Entergy’s 
system, which is focused on Loiisiana. Nymex Is also planning a 
third set of eastern US electricity contracts, with delivery through 
the Pennsylvania-New Jersey-Ateryiand (PJM) interconnection 
system, but said yesterday It had delayed submitting these for 
regulatory approval whSe the eight unities involved in the PJM 
Interconnection work out transmission policies, 
raidd TaH; Chicago 
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CURRENCIES & MONEY 


Few fears for market in Euro report 


MARKETS REPORT 


and Hay Hants 


Hie currency markets were 
to hold yesterday, awaiting 
the publication today of the 
European Monetary insti- 
tute s report on economic 
and monetary uni on . 

The report, to be published 
this morning, will make 
recommendations on the 
efforts towards convergence 
made by aspiring members 
of the European single cur- 
rency. But analysts said 
there was only a slim 
the report would have a dra- 
matic impact 

"It is quite clear, from 
what is coming out of the 
EMI, that they will hark but 
they won’t bite." said Alison 
Cottrell, an international 
economist at Paine Webber 
in London. 

Ahead of the report, the 
D-Mark was marginally 
weaker against the dollar 
and sterling, although levels 


were little changed from the 
end of European trading 
hours on Monday, 

The dollar stayed trapped 
in its ranges around Yiao 
a g ain st the yen, as the mar- 
ket also awaited ano ther eco- 
nomic stimulus package out 
of Tokyo this week. 

Sterling remained above 
Y218.-4 In London. Dealers 
reported the cros6-trade 
becoming a popular alterna- 
tive to dollar-yen trades, as 
it carried a lower risk of 
attracting intervention by 
Japanese authorities. 

■ Japanese officials again 
hinted the Bank of Japan 
may intervene to support the 
yen, which helped prop up 
the currency and outweigh 
disappointment that the eco- 
nomic stimulus package will 
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not include income tax cuts, 
traders said. 

Haruhiko Kuroda, a senior 
Japanese Finance Ministry 
official, said overnight the 

yen was too weak and that 

Japan would take appropri- 
ate measures to combat its 
weakness. 

Masaru Hayami. the B ank 
of Japan's new governor, 
said be wondered if the cur- 
rent weakness of the yen 
was appropriate, given the 
size of Japan's current 
account surplus. 

Meanwhile, the ruling Lib- 
eral Democratic Party is con- 
sidering nmgndj n g the fiscal 
structure reform law to 
remove legal obstacles to 
large income tax cuts. 

■ Capital outflows from 
Japan were likely to show a 
“considerable increase" after 
relaxation of foreign 
exchange rules took effect 
next week, a former senior 
Ministry of Finance official 
said. Toyoo Gyobten. uow 
president of the Institute for 


Dollar 

AearfM&'UrtfDMpflrS) 



International Monetary 
Affairs, said this could exert 
“some downward pressure 
on the yen’s exchange rate." 

He cautioned, however, 
that it was “dangerous to 
overstate the amount of 
additional outflow". 
Although Japanese investors 
wanted higher yields, they 
would be wary of exposing 
themselves to higher levels 
of exchange-rate risk. 


Speaking in London, Mr 
Gyohten said: “The yen and 
sterling will have to bear the 
main burden of keeping sta- 
ble relationships among the 

four major currencies" once 
the euro was introduced. 
European and US authorities 
were likely to take a benign 
view of the external value of 
their currencies. 

The US was unlikely to be 
party to any explicit agree- 
ment for a more stable yen- 
doDar rate, even though that 
would be in the interest of 
other Asian countries, 
because “the market may 
take it as accepting a weaker 
dollar ” Mr Gyohten said. 

The dollar continues to 
show a remarkable degree of 

■ OTHER CURREWOES 

Mr 24 t S 

Ca» »5&ggQ - 570M7 340ZtO • 310620 
ttagn sun • 364.148211.230 - Z112H 
few SB660 - 5025003806(10 - 300600 
KMC 05114 > 05119 03053 - 05064 
Pvn 4.7157 - 47235 24150 ■ 24100 
POted 5.7543 - 57B28 34350 - 34380 
tan 10.1911 - 101080 00035 - 00845 
UA£ 6 1525 - fi.1569 35727 - 34731 


stability against the yen, 
ahead of Japan’s financial 
deregulation, and remains 
range-bound around Y130. 

■ A harshly critical EMI 
report on the progress 
toward Emu has the poten- 
tial for derailing the entire 
process- An objection to one 
or more likely members 
would cause problems when 
Germany's upper bouse of 
parliament votes on the proj- 
ect next month. 

But a much more likely 
outcome is “a tremendous 
anti-climax,” according to 
Alison Cottrell at Paine Web- 
ber. despite criticisms the 
repeat may have about indi- 
vidual countries* conver- 
gence paths. 

“These guys have to sound 
stern - It’s their job." Ms 
Cottrell said. 

The report will examine 
the progress of each country 
according to the Maastricht 
criteria, as well as other 
areas, such as the compli- 
ance of ngHpnfll legislation. 
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Standard Chartered 

Standard Chartered PLC 

(tnoorpocated with fontted Habi&ty in Engfand) 

£300,000,000 

Undated Primary Capital Floating Rate Notes 
of which £150,000,000 
comprises the Initial Tranche 

In accordance with the Terms and Conditions of the Notes, 
notice is hereby given that for the three months period (92 
days) from 24th March 1998 to 24th June 1998 the Notes 
will cany an Interest Rate of 7% per cent per annum. 

The interest payment date wiB be 24th June 1998. Coupon 
No. 52 will therefore be payable on 24th June 1998 at 
£976.71 per coupon from Notes of £50,000 nominal and 
£97.67 per coupon from Note of £5,000 nominal. 


J. Henry Schroder & Co. Limited 
Agent Bank 



THE EMERGING MARKETS STRATEGIC FUND 
SICAV 

Registered Office: 

69. route d’Escb, L-1470 Luxembourg 
R.CJLUXEMBQURG B-28252 

Sharttaoklen ore hereby ravened » ibe 

ANNUAL GENERAL MEETING 
of dascboMcni of our company, which win take place at die offices of Basque 
toremationale i Luxembourg. 69, route d'Escb. L-1470 Laxemboorg. oo April 
2. 1998 al 10.00 ajn. for the puipote of considering and voting upon die 
following agenda: 

1. Submission of the Reports of ibe Board of (Xrectore and of the Awfitoi; 

2. Approval of ibe Statement of Net Assets and of die Statement of 
Operations for die year ended as al December 31si; 1997; 

3. Allocation of the net results; 

4. Discharge to the Directors; 

5. Statutory Appointments; 

6- Miscellaneous. 

Shar eh olde r s are advised that no quorum is required for die items of the agenda 
of Che Annual General Meeting and dot decisions wfl] be taken at die majority 
of die votes e x p r esse d by the ihat t holri ei s preaeat or r epresen t ed at foe meeting. 
In older to attend die meeting the owners of bearer tbaxes have lo deposit their 
shares five clear dgys before (be meeting u ibe offices of Baoque Jitieamtio aal e 
i Luxembourg. 69. route d'Escb, L-1470 Luxembourg. 

THE BOARD OF DIRECTORS 


GS EQUITY FUNDS 

9odM<ftnvB5ttesement frChpital Variable 
<7 Boutaenf Royal L-fttSLuxembOtig 
R.C.S. Lioambotxg B 41751 

NOTICE OF HEHHG 

Dear Shareholder. 

We here the pleasure of hv&ng you to attend foe Annual Genaste Meeting Of 
sharehoUKs, which *■ be held on Apdl 3. 1998 at 360 pm al the ofiicea of State 
Street Bank Luxembourg SA, 47 Boutoard Royal. L-2449 Luxerefaoug. wfch the 
Mowing agenda; 

AGENDA 

l Assentation offe reports of ff» Bond of DiactDreandof&wAudbiK. 

2. Approval of the bal a nc e toeel and the proa and liaaacaiunt as d November 30. 
1997 snd the *«xjdonol rtiUenda. 

SL Diednige to be granted to Ota Directors for tee Rnanetal veer ended 
November 30, 1907. 

A AdiononnamlnadonforihatoclfcnQflbeDfrEcloisfortoeensiingjiaaL 
5. Any other buain w t a ta l ch may be property brautft before die mee^g. 

The aharahoktore are uMeedM no quorun for the tains of foesgonda b reqrtrad. 
and that the daddone ate be taken at Bw majaby vote of die ahetes present or 
■epiesentod ai toe Ueelkig. Esrti share la ertfrtod toons vote. AafwBhoktermw act 
fliany H ea ita gbyprey. 

ByordGrollfaBoanlofDlrectora 
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Special Commission Offer! 


Any Three 
Futures 
Contracts 

(your choice) 


30 Days 


Save money on your 
futures commissions... 
with this special offer 
from Und-Waldock. 

With our 04 commis- 
sion special, you pay 
just £14 a round mm 
(518 for U.S. markets) 
for any three contracts 
you choose to trade. 

Our offer is good for 
the first month you 
are a Und-Waldock 
customer and applies 
to contracts traded on 
U.S. and European 
— — futures exchanges . 

1b take mfcniutaB B after £14611 com bri p a apeci^ 
cafl us today. Once yon experience Und-Waldock^ 
brokerage service, we are confident that you’ll do 
all your futures trading with us. 

UND-WALDOCK. fie COMPANY 

PUKKAWt BOUac « 848 OMTOi. ST. - LOflDOU EC IT 44SP 


£14 per 
round turn 


(tar information in the un r»n- 

0800 - 262-472 

www^nd-va!dock.com 


Futures trading involves 
the risk of loss, e ven greater 
than the original inv estmen t, 
therefore it may not be 
suitable foraQ. 

ThriMtauM and ippMnad by LlndritMdodc ft Company Ragutaud by 5FA. 


London: 0171-247-1701 
Germany: 0130-618100 
Austria: 06 60 73 23 
Prance: 08 OO 90 63 43 
Switzerland: 08 OO 55 63 3B 
Belgium: O 800-184 44 
n Siberian d& 06-022-7580 
Sweden: 020-793176 
Spain; 900984446 

Rax: 0171-256-2445 


Redemption it the Option of theBoudhoUea 

Sincere Navigation Corporation 

(InaxpotaiBd aaa company Halted by Asia tn Taiwan, RqxMic of C3iina) 

$36,000,000 

3.75 per cent. Bonds due 2003 

NOTICE IS HEREBY GIVEN pursuant to Condition 7(D) of the Terms 
md Con ditions of die Bonds drat a ny Bondholder mar squire the 
CompOTiy do redeem any Bend held by such Bondholder at a redemption 
price of 119.74% of the principal amount of such Bondi together with 
(merest accruedon the Interest Payment Dare foiling on 2dth May, 1998. 
"fo require the Company to redeem the Bonds as provided above a 

Bondholder shnnldconytee, sign and deposit, at the specified office of a 

Faying Agem tforing nonnal business hours of such Paying Agent no 

than 1 7A Ap^ 1^ and no focerdan 1M May; I99S, a notice 

^ ^ f “ too ^ aina ^ e an? Paying Agent. Any such 

Principal Phyiog A^enf 
Barftas Trust Company 
1 Appold Street 


London EC2A 2HE 

BaritmWLattohoun.&A, Credit SutareRm Bosun 

1 4 P-O- Bcot $00 

HBoule^rdF.CXRoosevdt CH-8070 Zurich 

Luxcmbouig 


Switzerland 


Banken Trust 
Company, Loudon 
25th March. 1998 


Fiscal Agent 
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COMMODITIES & AGRICULTURE 


Oil falls as 
traders pause 
for breath 


■NREIMHOT 

By Paul Sohnan 
and Kamefb Gooding 


World oil prices fell 
yesterday after jumping 
more than $2 a barrel on 
Monday. Traders said the 
market was pausing for 
breath after reacting to the 
weekend deal between oil 
producers to cut output 

In late trading yesterday 
on London’s International 
Petroleum Exchange, the 
bellwether Brent crude for 
May deliver appeared to 
have stabilised at around 
$14.65. It had closed at $15.04 
on Monday compared with 
Friday's close of $13.22. 

The price also weakened 
in New York. By midday on 
the New York Mercantile 
Exchange, May crude had 
dipped to $16.10 from $16.51 
at the dose on Monday. 

The weekend deal in 
Riyadh between Saudi 
Arabia, Venezuela and 
Mexico to cut a combined 
600.000 barrels a day from 
production encouraged other 
nations to follow suit 

Production cuts could total 
1.7m b/d, shared among the 
11 members of the Organisa- 
tion of Petroleum Exporting 
Countries and six nations 
outside the organisation, 
though announcements are 
still awaited from Russia. 
Norway and Indonesia. 

However, yesterday trad- 
ers remained cautious about 
further gains in the ofl mice 
- some suggesting the cuts 
were too small to affect the 
long-term surplus in the 
market. Early last year, the 
price was $25 a barrel, and 
fears about over-supply cut 
it by half in only 15 months. 

One unknown factor is 
how much Iraq will export 
under its oil-for-food deal 
with the United Nations. 
Nizar Hamdoon, Baghdad’s 
ambassador to the UN, said 


COMMODITIES PRICES 


BASE METALS 

LONDON METAL EXCHANGE 

(Pifcn# from Amalgamated Metal Traflng) 
■ PDHIY (S pw torn* 


yesterday his country's oil 
exports should reach $4bn 
per 160 days by next month. 
Iraq is currently exporting 
$3bn worth every 180 days, 
or about 1.3m b/d. 

Palladium, already at an 
1 8-year high, closed up a fur- 
ther $6 a troy ounce at $292 
in London as consumers fret- 
ted about the possibility of 
more delays in exports from 
Russia, the biggest producer. 

The price had earlier been 
“fixed" in London at $295 an 
ounce as traders considered 
the implications of President 
Boris Yeltsin replacing his 
entire government 

There have been no ship- 
ments from Russia this year 
and Jeremy Coombes. at 
Johnson Matthey. the 
world's biggest platinum and 
palladium marketing group, 
said: "We had been expect- 
ing Russian exports to start 
in April, but now obviously 
it will be later. A change like 
that is bound to paralyse 
decision-making in Russia 
for a while." 

He said there were indica- 
tions at the end of 1997 and 
the beginning of this year 
that Russia had sold consid- 
erable quantities of palla- 
dium and platinum in the 
west. However, the metal 
seemed to have been 
absorbed because supply 
was tightening. 

Gold's price was "fixed” in 
London yesterday afternoon 
at $301.30 a tray ounce and 
remained above $300 at the 
dose, when it was up $1.80 
at $300.75. 

Dealers suggested gold had 
been given a lift by weekend 
comments from Antonio 
Fazio, governor of the Rank 
of Italy, who said the Euro- 
pean Central Bank's gold 
reserves should represent 
about 30 per cent of its total 
reserves - a higher level 
than had been suggested by 
other potential members of 
the ECB. 


Jump in bank finance for mining 



By Kenneth Gooding, 
Mining Correspondent 


Banks raised $5.79bn of debt 
for international mining pro- 
jects last year and a further 
$930m in the bond market, a 
big increase on the $123bn 
provided in 1996. 

Chase Manhattan, the big- 
gest US commercial bank, 
provided nearly one-quarter 
of the debt, $1.36bn. to lead 
the field, followed by Citi- 
bank with $54£m. and Dresd- 
ner Kleinwort Benson with 
$5i3m. 

Most of the money was 
provided for projects in Aus- 
tralia. which absorbed 
$1.49bn. with Chile a close 
second and receiving 
$1.37bn. Others in the coun- 
try league table included 
Indonesia with $783m. 
Argentina with $755m and 
Peru with $6 72m, 


Three of the big tradi- 
tional mining countries - 
Canada, the US and South 
Africa - had no projects 
□eeding* new debt last year. 

These are the main conclu- 
sions of a survey compiled 
by IFR Minin g Finance mag- 
azine of non -corporate debt- 
raising for the mining indus- 
try, which it cl aims is the 
first of its kind. 

Two important factors 
accounted for the big jump 
in the amount of debt raised, 
said Rod Morrison, editor of 
the magazine. Bank liquidity 
was at one of its cyclical 
high points in 1997; and 
there were a larger than 
usual number of mining pro- 
jects raising debt. 

For example. Chase's total 
was swollen partly by the 
$650m raised for the El A bra 
copper project in Chile (a 
joint venture between 


Debt raised for turning projects 1997 
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Cyprus Araax of the US and 
Codelco of Chile) and $450an 
for the Batu Hijau gold- 
copper venture in Indonesia 
(owned by Newmont of the 
US and Sumitomo of Japan). 



Citibank, in turn, provided 
S200m towards the Century 
Zinc project (owned by Pas- 
minco) and $l40m for 
Bulong, Resolute’s nickel 
venture, both in Australia. 


Big projects in which 
Dresdner was Involved 
included. Korea Zinc’s refi- 
nery at Townsville in Aus- 
tralia and the Alumbrera 
copper-gold jjj 

Argentina, where Nort h and 
MIM. two Australian compa- 
nies, and Rio Algom of Can- 
ada, are joint owners- 

■Mr Morrison said debt 
raising has changed dramat- 
* ically this year. Bank liquid- 
ity has dried up to some 
extent because Japanese and 
Korean banks are not in the 
market and are even selling 
Iran assets into the second- 
ary market 

“The global syndication 

market is much tighter. 
Deals being done are being 
arranged at the senior level 
on a club basis to reduce 
syndication risks," he said. 

Meanwhile, lower metal 
prices are not encouraging 


ne w mining project*. 
Instead, many: mintag e 
groups are involved in totPO ; 
rate restructuring or nw? 1 ' 
ers and acquisition* 
“mining financiers ' are 
involved somewhere along 

the line in these' deals*; -\; 

Investment banks -hw?: r 
also started to 0% high 
interest bonds for mining 
• foals aid, according, to Mr - 
Morrison, “the. bankers, are - 
suggesting this wffl'he mi- ■ 
start of something ty. , .y : • 

Whereas there were rux^- 
bonds issued for mi&ng In - 
jects in 1996, last year some - 
$ 030 m of debt was raised la 
this way. of which' $68©m. 
was &r Australian ventures 
and the rest for protects tn 
Peru. 

For further details contact 
Rod Morrison at IFR Mtoiino 
Finance in London (44) (0)171 
369 7570. 


Alumina plant 
for east India 


INDIA 
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By Kuna! Bose in Calcutta 


Utkal Alumina will start 
constructing a im tonne alu- 
mina refinery at Doragurha 
in Orissa, eastern India, 
before June. 

The entire production of 
al umin a will be exported 
and the promoters - Norsk 
Hydro of Norway. Alcan of 
Canada, Indian Aluminium 
and Tata Industries, India's 
largest business group - will 
have long-term contracts 
with Utkal. 

Norsk Hydro is the major- 
ity partner in the Rs40bn 
f$lbn) project with a stake of 
40 per cent The other part- 
ners each hold 20 per cent 

Vijaya Sam pa til, director, 
said the project would have 
a debt to equity ratio of 3:2. 
At some stage, the promot- 
ers will sell 25 per cent in an 
initial public offering. 

The refinery, to be built 
using technology from Alcan 
and Alesa-Alusuisse of Swit- 
zerland. will draw bauxite 
from mines at Baphlimali 


with deposits of more than 
200m tonnes. 

Mrs Sampath said Utkal 
would be among the lowest- 
cost producers of alumina in 
the world, because the 
deposits contained very few 
impurities and would only 
require simple processing. 

"The configuration of ore 
bodies at Baphlimali will 
allow environmentally 
friendly and cost-effective 
benign mining. Moreover, 
the refinery will be next to 
bauxite deposits, eliminating 
transport costs,” she said. 

Utkal will start production 
in 50 months, with capacity 
of lm tonnes. Once produc- 
tion stabilises, work will 
begin on doubling capacity. 

The company is building a 
jetty at Vizag port to export 
alumina. It is also creating 
an infrastructure that can 
support capacity expansion 
of the refinery to 2m tonnes. 

Orissa Mining Corporation 
said India had the world's 
fifth largest bauxite deposits, 
more than 3bn tonnes, and 
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more than half the country’s 
deposits are in Orissa. 

“The Orissa bauxite is of 
the best quality. This is why 
several other groups besides 
Utkal are planning to build 
alumina refineries in 
Orissa," the company said. 

India plans to increase 
exports Of al umina to 2m 
tonnes by 2002 from about 
500,000. The promoters said 
the country would become 
one of the princip al suppli- 
ers of alumina to smelters in 
west Asia and Africa. 

Work on Utkal could have 
started at least a year ago 
but for a sustained campaig n 
against the project by some 
environmental groups. 


Diamond exploration 
licence bids rejected 


By Amy Louise Kaznthi In Delhi 

The Indian state of Madhya 
Pradesh has rejected bids 
from De Beers and Rio Tinto 
for licences to explore and 
mine what many believe is a 
diamond hot-spot. 

In the latest twist to a 
long-running controversy 
over foreign participation in 
diamond mining in Tndia , 
S. Laxminar&yanan, princi- 
pal secretary c£ the Madhya 
Pradesh department of min- 
eral resources, said the bids 

from thi» global mining com- 
panies were rejected because 
neither De Beers nor Rio 
Unto would adhere to file 
stale’s preconditions. 

While most mining ven- 
tures pay royalties of 
between 5 percent and 7 per 
cent to host governments, 
Madhy a Pradesh is seeking a 
minimum 10 per cent. Inves- 
tors win also have to con- 
duct mining through a joint 
venture, in which the state 
would receive an ll per cent 
unsubscribed equity stake. 


Potential investors have 
comp lained that such condi- 
tions would make m in i n g 
un viable. But Mr Laxminar- 
ayanan said before the rejec- 
tion was announced: “If they 
are not willing to share the 
profits, we are not willing to 
part with the diamonds." 

Rio Tinto was said to have 
objected to the conditions to 
contribute «nd maintain 11 
per cent of the paid-up capi- 
tal as equity for the state. 

De Beers, which controls 
about 70 per cent of the 
world's supply of rough dia- 
monds through its Central 
Selling Organisation, 
objected to a condition that 
any diamond s mined would 
be sold through bidding in 
the open market 

The rejection of the bids is 
a setback to efforts to lure 
private foreign investment 
into diamond exploration in 
central India. 

In 1994, Madhya Pradesh 
officials decided to award 
prospecting licences for dia- 
monds to De Beers, ORA, 


and Ashton Mining for large ' 
swathes of territory.- H©w-\ 
ever, in 1996 the centxal gov- 
ernment rejected the award 
of licences, saying that the 
area granted was too larger: , 

State officials snbse-V 
quently drew up new rankfrj 
tions and fresh bids -and 
tenders were invited earfier 
this year. • 

• The invitation to foreign 
companies to mine Indian ~ 
diamonds has aroused fer- 
vent opposition among local 
politicians, including those , 
in the Bharatiya Jaxutta = , 
party as well as some local - 
Congress party leaders, who 
have vowed to prevent for- 
eigners from removing what 
they say are India's national 
treasures. 

With the two mu2ti-i . 
nationals apparently elimi- 
nated from the competition, 
the short list for licences ._ 
is narrowed to a consortium-' 
of Indian companies and. 
the state-owned National : 
Mineral Development Gorpo?„ ; 
ration. 
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75.00 

7430 

IS 

123 

M 

1090 

-14 

1107 

1089 

821 17,110 

Aim 

68325-0375 6X325 67360 1.116 

12374 

■N 

78.00 -130 

77.25 

7630 

172 

2264 

Sap 

1104 

-13 

1116 

T103 

606 28389 

Oct 

68375-0325 8X175 68325 333 

X906 

J» 

78.00 -130 

7825 

78 00 

73 

365 

Dec 

1124 

-12 

1137 

1124 

4S9 27311 

Dae 

6X800 - 69375 6X775 33 

2340 

Total 




GOB 

7,115 

tar 

1144 

-12 

1158 

1145 

285 37,585 

M 

71350 - 71250 71300 B 

808 

■ WHEAT C8T (530flta iota: cwfc®® bushel) 


Total 





4,18216*157 

Trial 

9416 101,235 


Ate 

415.4 

-X4 4235 4123 

3248 11337 

JH 

4103 

-62 41X5 407.0 

1246 

4.432 

Oct 

4082 

-62 4153 4093 

13 

431 

Jaa 

405.8 

-62 - - 

1 

64 

Trial 



4308 18300 

■ PAUAH0H NYMEX (100 Troy at; S/bny a) 


Mar 

28X45 

+6.10 28X00 26930 

27 

53 

Jm 

274.45 

+6.10 281.35 27435 

552 

4.917 

Sap 

28635 

+160 271.00 27X00 

71 

728 

Trial 



950 

6396 

■ SUim C0MEX (5300 Tiny at; GotiAay dl) 



Mar 8320 -45 6365 930.0 88 266 

Hay 8335 -45 651.0 6295 14,378 43.448 

Jnl 631.5 -45 847.0 627.0 1,241 15506 

Sip 6299 -3.7 6415 6320 25 5,143 

Die 6265 -35 6360 6260 256 10,458 

Jan 6260 -35 - - 4 15 

TOW 16019 


ENERGY 

■ CBOOE OX NYMEX [1,000 Irerah. Sftanri) 
latest Day's 


■ay 33155 -150 33250 32650 13550 43068 

Jri 341.25 -650 34200 33600 9352 39347 

Stp 34930 -150 350 00 34730 402 5,700 

DSC 36225 - 36230 35675 1.425 11318 

tar 36675 +675 368.50 367 00 235 855 

JH 35950 3 37 

Total 23,164 10635 

■ MAIZE C8T (5500 bn mh; cata56to tote) 

■ay 26530 -125 26675 264.25 28571 126487 
Jd 271.75 -125 27325 27030 7581112147 
Sap 774.50 -130 Z7625 274.00 1.436 24.618 

Dec Z75-00 -225 27730 27425 8,062 93,475 

Mar 20130 -225 28325 281.00 146 6640 

Hay 28625 -1.75 28750 285.75 41 269 

TWH 44296 388547 

H BARLEY UFFE (100 tomes; £ per tome) 


■ COCOA CSCE (10 tomes S/tonnee) 

May 1849 -34 1672 164410247 26701 

•Ad 1665 -32 1686 1662 1501 17399 

Sep 1684 -31 1703 1684 281 7540 

Dec 1716 -31 1735 1721 Z79 13582 

Har 1747 -29 - - 703 9554 

May 1766 -29 - - 400 3565 

Tata! 13501 80589 

H COCOA (ECO) (SOffMmna 

■ar 23 Price Pin*. day 

Drily 131638 130054 

■ CQHB UFFE (5 tomes; Stoma) 


HUM HOBS GME (40000ns; artatal 


Hay 


Sap 

Oct 

Total 


■Off 

1626 -025 1633 
1632 -025 16J8 
1677 -054 1655 
1688 -0,13 1755 
17.13 -0.14 1723 
1728 -0.13 1735 


low Vri H 

1613 1105k 1302k 
1640 43,511 81.161 
1664 7,953 37577 
1695 4377 21,468 
1757 3305 23544 
1728 1,198 18287 
204258487557 


■ CSBDE QX PE (Stand) 


Hay 


Am 

Sap 

Oct 

Total 


Latest Day's 
price cfaanga 
1455 -0.19 
1611 -619 

1537 -025 

1538 -611 
1674 -607 
1550 -612 


Hrfi 

1458 

1614 

1537 

15.61 

1677 

1694 


1455 13329 72370 
14.78 3541 43308 
1619 782 16893 

679 12203 
761 13,184 
143 9234 
a/A nte 


1643 

1551 

1690 


UIE Boston AS rote; mg 


Spot L67B9 3 ME 1596 Bate 13630 S ala L65B5 


■ W6H MADE COmB (COMBO 

SaB Day-s Opai 

pita change R#> Law Vri tot 

Har 7935 -130 8Q3Q 7855 818 1259 

Apr 7930 -130 8620 79.15 8373 4,460 

May 8610 -135 8155 79.40 2579 26395 

J« 8030 -135 8150 8020 203 2252 

JH 8055 -135 8130 80.10 1374 11.102 

ABB 8035 -135 6680 8030 11 1359 

Tfotri 11584 70573 


■ HEATHS OH- KYHBt (42,000 US grit; CflJS gri&l 

Latest DajTa Open 

tota dam* Mgh tear Vri tot 

Apr 44.85 -651 4619 44.40 20,438 33548 

■ay 4555 -653 4550 4450 17511 39597 

•Am 4535 -617 4555 4610 2.770 22,040 

JH 4630 -617 4852 4690 877 17354 

ttg 4735 +603 4757 4695 1.116 12375 

Sap 4835 +023 4835 4600 582 10372 

T«H 48^12188582 

■ HAS 06 PE (Stan) 


Hai 


Trial 


Sell Day's 

pita draw Mgh Low 

136 75 -325 13725 13430 
137.75 -325 138.00 138.75 
13930 -350 14150 13025 
14250 -325 14625 141,75 
14525 -2.75 14600 14430 
14850 -350 14830 14750 


Vri tat 

11358 32.148 
8211 19,731 
4319 18337 
1587 9533 
980 8374 
582 8227 
3S2W1 42226 


May 

7325 

-020 

7320 

7X50 

5 

252 

Sep 

722S 

-130 

- 

- 

_ 

12 

Nov 

7435 

-130 

7525 

7420 

15 

502 

Jaa 

7X25 

-130 

_ 

_ 

- 

75 

Har 

7X25 

-130 

- 

- 

- 

- 

Trial 





20 

841 

■ SOTABEAWS GHT (5,00(feu an* ctatafflOb buskefl 

tay 

651.50 

_ 

653.00 64620 20219 6X348 

Jin 

65430 

-020 6SX75 64820 

6.449 44.157 

Am 

654.75 

- 

655.00 650.75 

617 

8,977 

sra 

641.00 

- 

64330 63X50 

106 

1236 

Hew 

63525 

-0.25 636.75 83120 

3.174 2X748 

Jaa 

64130 

-020 64130 63720 

37 

039 

Trial 





3X721 15X772 

■ SOYABEAN 0L C8T (GO.OIXBbS centsAffl 


tay 

27.46 

-031 

2733 

2727 

8.439 69,113 

JH 

27.65 

-0.02 

27.75 

27.47 

5,445 50.109 

Aug 

272S 

-031 

2735 

27.35 

741 

8.042 

Sep 

2730 

-035 

27.30 

27.15 

275 

5.425 

Oct 

26.80 

-0.03 

76 W> 

2X68 

491 

4.489 

Dec 

2626 

-0.03 

26.70 

2622 

2,008 13,407 

Trial 





17299 151238 

■ S0YABEAB HEAL C8T (IM tons Vtari 


Hay 

1693 

+0.5 

1703 

167.6 

XG75 

56.7B9 

Jri 

1713 

-0.1 

1727 

17X1 

4.980 34,996 

Aag 

1732 

403 

1742 

171.8 

0BO 1X536 

Sep 

174.4 

-0.1 

1752 

17X1 

387 

10396 

Oct 

1743 

+0.1 

17X5 

1743 

164 

4.105 

Dec 

1778 

-0.4 

17X4 

17X7 

759 12225 

Tetri 





1 53W 133247 

■ POTATOES LATE (3) tonnes; £ per tonne) 


Apr 

6X0 

+33 

6X0 

6X0 

46 

539 

Hay 

753 

+33 

7X0 

7X0 

24 

357 

■tan 

820 

- 

- 

— 

— 

- 

■e* 

593 

- 

- 

- 

- 

3 

Iter 

083 

- 

- 

- 

_ 

- 

Tetri 





72 

1,101 

■ FSBHfT (BFFEX) LFFE (SKVUriex print) 


Hw 

985 

-13 

093 

985 

11 

341 

Apr 

995 

-5 

1000 

990 

67 

723 

tay 

1015 

-10 

1017 

1015 

13 

P3? 

Jri 

944 

+4 

- 

- 

- 

259 

Oct 

1085 

- 

1085 

1085 

2 

131 

Trial 





93 

1391 


Har 

1730 

-5 

1727 

1720 

31 17B 

May 

1730 

-10 

1744 

1724 1,420 17357 

Jri 

1700 

-TO 

1714 

1694 

545 10220 

Sep 

1674 

-9 

1668 

1675 

33 3306 

Uov 

1648 

-9 

- 

— 

- 1382 

Jaa 

1626 

-9 

- 

- 

- 109 

Total 




2329 32^46 

■ cons V CSCE (3720008; cantata) 



Apr 

51350 417S 52125 51200 2214 

12270 

Jon 

57275-0200 5X550 57.725 1,738 

1225B 

Jri 

57.100 -0.40D 57200 5X850 

420 

4,148 

Ana 

55.075+0350 K250 54375 

378 

3235 

0(1 

52325+0025 52400 52150 

178 

2358 

Dec 

52250 +0180 52350 S2200 

103 

2203 

Trial 


5251 

38224 

■ POK BELLES CME (40300RB; centrila) 


Har 

4X450-0150 49300 48200 

18 

37 

Hay 

46300-0225 47.400 4X225 1380 

5312 

Jri 

45.775 - 48300 45JM0 

434 

2280 

Aag 

44.600+0250 45.000 44300 

132 

959 

Sep 

4X450-0250 - 4X400 

1 

16 

Total 


2286 

9234 



LONDON TRADED OPTIONS 

Stita pita S tone — Crite— — p 


CROSSWORD 


Ha* 

14X40 

-125 14920 14530 4 299 1X742 

Jri 

14120 

-120 14320 140 25 1,156 

6371 

Sep 

13520 

-1.05 13725 13530 

523 

4J33 

Dec 

129.80 

-0.70 13120 12930 

272 

3239 

tar 

12625 

-0.70 129.00 12X00 

41 

1.130 

Hay 

12535 

-0.70 127.75 12520 

4 

536 

Total 



8297 31,8*5 

■ etna (K0| (LB centripoBd) 




Har 23 

Comp, daty — 
15 itay average 


Pm. itey 1 

12681 11924 

11649 11673 

H BWTESHfiBH LFFE SO Mines; Srttmna) 

May 2885 -25 272.5 2685 789 16770 
Aug 2715 -23 274.7 Z713 877 9361 

Oct 2760 -1.9 277.0 2760 408 6.844 

Dae 2760 +68 2760 2775 107 828 

Har 281.0 -0.6 201.0 2860 8 972 

May 2820 -21 2833 2B25 119 439 

Tetri 'ate aft 

■ SOBAH 11' CSCE {liaOOCte cmMa) 

■ay 693 +610 9.98 951 6413 78,197 

34 9.94 +604 672 658 1345 36.657 

Oct 684 - 691 681 1.4BQ 42,481 

■ar 1618 -602 1624 10.16 1,Q2B 17233 

Hay 1623 -602 1020 1629 66 9pm 

JH 1029 +602 162B 1025 62 3.395 

T M»1 954B1869K 

■ ceUM MICE gUMMa; cafeflba) 


09.7%) LHE 

May 

AOB 

Hay 

Abb 

1425 

. 47 

84 

23 

35 

liffl 

. 33 

7D 

34 

45 

1475 

. 23 

57 

48 

57 

■ copra 





(Grata A) LME 

■ay 

Aril 

Hay 

Aog 

1700 

. 97 

131 

29 

55 

1750 

. 87 

103 

40 

75 

1800 

. 44 

80 

75 

101 

■ CORES LFFE 

Mar 

Mte 

Mar 

May 

1650 

. 97 

110 

17 

80 

1700 

. 81 

83 

31 

83 

1730 

. 38 

63 

56 

113 

■ COCOA UFFE 

May 

Jri 

May 

Jri 

1050 

. 38 

68 

11 

26 

1075 

. 24 

50 

22 

35 

1100 

. 14 

38 

37 

48 

■ BBar CHUDE FE 

Mfflr 

Jun 

May 

Jin 

1450 — 

. 

. 

41 

. 

1500 _ 

. 36 

- 

62 

. 

1550. 

. 22 

57 

- 

- 


No.9,640 Set by ARMONIE 

W 


LONDON SPOT MARKETS 


tay 

6928 

-022 

6925 

69-05 1263 29,792 

Jri 

70.74 

-0.30 

7020 

7X40 1223 16278 

Oct 

7275 

-028 

7220 

72.65 83 2248 

Dac 

7X95 

-0.09 

74.00 

73.73 1348 25.773 

Har 

Trial 

7428 

-022 

74.90 

74.90 39 1287 

8*298 79281 

■ OUNCE JOKE NYCE (15.0001*; cenaVM 


Bfl 


Dm Piw 
1011 16 


Hay 10670 +615 10850 10855 1346 23,143 

JH 111.70 - 111.90 11150 402 7,170 

Sap 11450 +610 11430 11450 179 3310 

tew 11610 +610 11675 11675 68 3,174 

Jan 11635 -630 117.00 11730 130 1343 

Mar 11605 -630 11670 11640 10 749 
Trial 1JSG 38388 


■ OWE on. FOB (per banri) 

+«■- 

Dubai 

SI 237-242* 

-0.415 

Brant Band (dnoO 

SI 424-411 

-026 

Brea Bteafl paay) 

SM2S-429 

-0.445 

W.TX 

S15.93-5.96x 

-0.43 

■ 00. PBOOOCIS NWEpnntot daOray OF (town) 

Randan easafkre 

El 65-187 

-3 

Gas 08 

$135-136 

-3 

Heavy Riel 01 

S64-98 

+3 

NapIHn 

SI 42-144 

■« 

Jri tod 

SI 44-146 

-3 . 

tfeal 

SI 38-140 

-as 

■ MATORAL CAS pHcattwai 




Britan (Apfl 665-675 -05$ 

ammmask 714 ioMto unrti xs she 

■ one 


PRECIOUS METALS 

■ LONDON otxuaa MAHXET 

Prlcas supptol by N M MncldhQ 

GHdOriyoz) 

S prtce £ etpifr 

EFreqriv 

Qua 

30L10-30120 


t^wring 

29750-29720 


Mamina b 

29X85 17X33 

44X53 

Ataman Bx 

30020 17X44 

44790 

Day's Iflgh 

3000002.10 


Day's Low 

29725-297.75 


tantatedtoe 

29320-20X70 


loco Ldn Man 

6ori ijeoring Bate* (Vs USE) 

1 moiHl 

2,78 8 manta 



X7B 12 ennttn „ 

A73 

3nmSu 

X7B 


Star Ri 

prtray de. US cb equfr. 

fiw 

38525 

84X00 

3 months 

38420 


8 months 

38290 

83X00 

1 far 

383.75 

63280 

fiau Cains 

SpttoB 

S eqnhr. 

Kraganand 

292-294 

174-175 




New Sowrelcn 

68-72 

41-43 


H BATUHAL BAS PE (IjOPO lama; peace pn fang 

Apr 6710+0540 6710 6710 S 2315 
Hay 6650 - 2500 

T«ri 1280 16490 

■ taTOBAl SAS HYMBt (10,000 anKn; Vanem.) 


Apr 


Trial 


Uteri Day's 
price donga Hgh 

2220-0531 2285 
2255-6032 2290 
2280-0522 2415 
2595-0517 2.430 
2400-6034 2445 
2400-0524 2450 


Low Vri 
2290 35,197 
2330 27,490 
2380 7257 
2370 1575 
2380 4265 
2290 2481 


Open 

tat 

30258 

31*28 

16428 

1X357 

14.194 

10571 


PULP AND PAPER 

■ MUTEX MIX (USfc 24 alrdty ana) 

Satt DpTa Open 

pita change Mgh Low w tat 

Jm 51650 -230 52650 51650 38 506 

Sap 53600 -250 53600 53600 20 in 
Trill HI 709 

FUTURES DATA 

At Mmt dm nuMad Ar cm. 


VOLUME DATA 

Open (Merest and Vriume data mown tor contracts 
traded on COHEX NYMEX COT, HTCE, CUE, CSCE 
and FE Crude a are one day to aims. Vriume & 
Opan tatoast totals are tor aa ffaded months. 


Gold (par my tntf 
Steer toerlror raj* 
Hainan (per tray at) 

PHUBnn (per troy otj 
Cu pper 

Lead (US praL) 

Tto (Kite Lumpur) 

Tin (Men York) 

MB tlM MigN) 


■ BUNDED GASMJNE 

NYMBt 142000 US OHfcdUSoHBJ 


AW 

Hay 


Ang 

Trial 


latest Day's 
pita change 

5280 -156 
5320 -1.15 
5355 -640 
5175 -052 
5170 -037 
5X35 -660 


Up Lm W U 

54.00 525016080 24259 
54.70 53.1012423 36355 
54.10 5X40 4299 17394 
5470 5X70 2,154 1X020 
5435 5330 7W 6253 
5X60 532S 424 7327 

48382112ms 


Motch* metals from MriH Bulletin 

European fraa mofcri. S par to in wteritouse. 
unteas otheiwta stated past waak’a «i braefc- 
OB, where changed}, An&Awny: 99.65%, S 
per lomw, 1,590-1,630 (1i570-1,B20). Bto- 
mutJe min. 9939%. KXW lots 335-4.15 
(330-330). Cpdmiua: min. 0035%, cento a 
pound. 2600-3530 (3030-3830). Cota*: MB 
tree smarter*, mn. 968%. 2S3B-25.TQ; rrtn, 
992%. 2030-2030. Marwyy: ton. 9939%. S 
per 70 to ttoak, 138-148. MeftrMeaum: 
drummed molytxflc oxide, 4.4Q-435 {425- 
4^45). Satanlnre irin 992%. 1.70-236 TUrtfi- 
caan ore: standad mn. 65%, f per wins law 
(lOhtf wp„ CF. 4032 VanwSuiK inn. 98%, 
CF, 675-830 (6W-53U). Ureniortic Nuaua 
lawratrtcied tesamge vahift 936 


INDICES 

■ Hericre (Base 169(31 ° 100) 


Pbs 9k MKHitn 
Ibil day angar (raw) 
Lon. dap ugar (MtH 


Ha 24 tar 23 monfli ago 

18760 18882 T7162 

■ C89 Mn (One 1967 = 100) 


v»»go 

1967.8 


tarZS tar 2D ramte ago 
231.54 22X67 

■ GSO Spot Swa 1970 = 100) 

yaar ago 

Kara 

tar 20 atoedh 

■00 

year ago 

17098 

18263 164.24 

194.19 

LME WMBBUK SWOB pcM 



AtatMre 

-1|4 50 

to 

6*7^50 

AtonHnai ter 

-180 

to 

45. SCO 

CDpptr 

+2425 

B 

3SX2G0 

Ite 

-flOO 

ID 

9X100 

ncM 

-182 

to 

64,176 

Ztee 

-1^75 

u 

467^26 

Un 

-ISO 

to 

X5W 


J (US N03 YAttM) 
Wwt (US Dork North) 
fttervwv 
MtarfHaylf 
Rutoar (NLRSSHoi) 
CocWBt 01 (Pt«§ 
Wta Ofl (lUay.Js 


CBOoo OuteteA' Mac 

’*°®tops Pte Supert 
e pa tow Hen can* Bte. 

t BiAv am doja 


SOI ^5 

-730 

646.00c 

+213 

S42200 

+4.00 

S203uS0 

+X50 

BMC 

4X00B 

+13 

IftfiOr 

-031 

26X5 


B&iap 

+038* 

BX73p 

■ttio* 

7X38p 

+M8* 

134260 

-220 

S27250 

-230 

Uno 

£10990 


Unq 


47J0p 

47X0p 

27X503! 

•130 

580.Qy 

-153 

6425 

S8X0y 

+23 

174JJ 

-1.0 

6835 


378p 



utoFfiteH . 

* Ctarpi ■ nato. 


ACROSS 

1 Giri about to operate lug- 
gage distributor (8) 

5 Beetle to traumatise back- 
ward scholar (6) 

9 Assess one by proxy and 
give promotion (8) 

10 Occasion where hospital 
department has trouble (6) 

12 Declared being angry about 
wicket (5) 

13 Oriental maiden trans- 
formed circus performer 
(4,5) 

14 Discourage study about a 
politician (6) 

16 Dance around the Spanish 
fruit tree (7) 

19 One building for English 
clergyman (7) 

21 One enrolled in island insti- 
tute (6) 

23 Old relative in trip in “The 
Flower of El Paso" (3,8) 

S *2°!® h *el (5) 

26 Betting power to 
lamp (6) 

27 Modal danced with one 

instrument (8) 

28 Girl gets thanks when tak- 
ing control (6) 

M coy abom 
arms, with officer (8) 

DOWN 

1 Stylish girl in Cyprus (6) 

2 Unprincipled expert hides 
in groove (9) 

3 Treatment with accentablp 
flavouring (5) acceptawe 


4 Greek character bust 

lip (7) 

6 Girl with attitude sur 
ingTory (9) 

7 Land student in the ] 

8 Sweeper gathers everyl 
m place of entertain) 
( 8 ) 

II Forcefully attack beast 

15 Tsar put on false ova 
(9) 

17 Hearty pirate wearirn 
doublet? (9) 

18 Fancy Ted Price being 
down! (8) 

20 Rotten Row (4) 

21 Kind of lintel init 
raohedded in plaster (1 

22 Bridge player ready f 
drink® 

24 Duck to inhabit tree (5) 
Roman goddess raisi 
German boy (5) 

Solution 9,639 
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financial times 


WEDNESDAY MARCH 25 


LONDON STOCK EXCHANGE 

Takeover hints drive Footsie back towards 6,000 


FTSEAB-Share tedex 


MAR^RHWT 

By Stove Thompson, 

UK Stock Maricet Edftor 

A whiff of takeover 
speculation in the leaders 
was enough to direct the 
FTSE 100 back on to the 
upward path yesterday after 
Wall Street's overnight slide 
caused an early bout of jit- 
ters in UK stocks. 

The takeover/merger 
rumours focused mainly on 
Ladbroke, the hntols to gam- 
ing group, and on GEC and 
British Aerospace. Ladbroke 
was said to be the prime tar- 
get for Hilton Hotels, the US 


group, while the UK's two 
leading aerospace/electron- 
ics companies have long 
been seen as perfect merger 
partners. 

British Aerospace soared 
above the £20 level for the 
first time in response to die 
rumours, while GEC was 
additionally boosted by spec- 
ulation that the US govern- 
ment's moves to block the 
merger of Lockheed Martin 
and Northrop Grumman 
may open the way for a US 
merger involving GEC. 

Further support for equi- 
ties came with a batch of 
generally well-received com* 
pany reports, notably from 


P&O. the shipping and 
transport group, as well as 
from some engineering 
groups. And Wall Street's 
big opening gains gave a late 
push to London, which fin- 
ished at the day's highs 

Unlike recent sessions, 
however, the overall picture 
in the market's second-liners 
was one of modest but per- 
sistent profit-taking, 
prompted, dealers said, by 
the recent strength of the 
FTSE 250. That index hit 
new intra-day and closing 
records on 17 out of tbe last 
18 sessions. 

There were no such 
restraints for the small-cap 


stocks, however, which con- 
tinued to attract strong sup- 
port from Institutions. 
Smaller stocks are seen by 
many as offering excellent 
value and are mostly per- 
ceived to be dependent on 
domestic sales, therefore 
avoiding currency hits. 

Sterling offered the big 
exporters a slight glimmer of 
hope, edging back from its 
recent high levels. The Bank 
of England's trade- weighted 
index eased to 107.8. from 
the previous day's 107.9. 

Gilts were supportive of 
equities, too. nudging higher 
in trout of today's auction, of 
£2bn-worth of 10-year stock. 


At the dose, the FTSE 100 
index was 36.7 higher at the 
day’s best of 5.966.0. The 
FTSE 250. which never man- 
aged to scramble into posi- 
tive territo ry, slipped 22 to 
5,523A having been as low 
as 5,51 9A The FTSE Small- 
Cap continued its advance to 
record intra-day and dosing 
records, finishing 3-3 up at 
2.613.8. after a peak of 
2,615.1. 

Earlier London had to 
cope with flurries of selling, 
as some investors became 
uneasy with the 90-point fell 
on the Dow Jones Industrial 
Average on Monday. 

Additional down si de pres- 


sure was exerted by a retreat 

in the oil sector, which 
attracted plenty of profit- 
taking after Monday’s big 
gains- BP gave hack almost 

half of the 7 per cent gab It 

recorded the previous day. 

BP vied with BT as the 
worst performer among the 
FTSE 100 constituents, the 
lnttw eventually emerging 
with the biggest fall as one 
big br ok i n g house adopted a 
more cautions stance cm the 
shares. 

Turnover in equities rose 
to l.lObn shares at 6pm, 
boosted by a big placing of 
SnmgrflgM by Cazeuove and 
Flemings. 
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T n HhnAlrA nove and Robert Fleming 
1 UJVC placed 53m shares with a 

range of institutions. The 
L *J i stock was placed at 333p. 

If Ifl T 21 1 |i The shares firmed 7‘A to 

345%?. 

a Shareholders last week 

|*Pil||*V|C approved Somerfield’s pro- 

-k V' liU hifcj posed merger with food dis- 

' counter Kwik Save, up 11'/* 

C OM P ANIES REPORT t ° B ™L s yestenlay m0 ved 


By Joel KBnzo, Martin Brice 
and Stave Thompson 

Hotels and betting company 
Ladbroke Group was by far 
the best p erforming stock in 
the FTSE 100 as fresh hopes 
of a merger with Hilton 
Hotel Carp af the US re-sur- 
faced. 

The speculation, which 
sent tbe shares up 22 or 6.5 
per cent ahead to 358p, 
returned after merger talks 
between Hilton Hotels and 
Circus Circus Enterprises, 
the casino operator, were 
reported at the weekend to 
have broken down. 

“Who knows, now that the 
Circus deal has not come 
through Hilton may now be 
ready for a merger with 
another company," said one 
specialist 

Ladbroke which owns the 
use of the Hilton name out- 
side the US after acquiring 
Hilton International in 1987 
owns a chain of 167 Hilton 
International hotels. 

The UK group signed a 
worldwide alliance with Hil- 
ton Hotels Carp in January 
1997 to reunite the Hilton 
brand globally. 

Turnover in supermarket 
chain Somerfield shot up to 
131m, making it the most 
heavily traded stock of the 
day. It is believed that Caze- 


to upgrade profit expecta- 
tions at Iceland Group after 
the company reported better- 
than-expected profits for the 
year to January 1998. The 
shares responded by gaining 
18 to l97Vip. 

Analysts upgraded pre-tax 
profit forecasts for 1998 to a 
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range of £53m to £35 tn from 
a range of £47m to £4Sm. 

The company also said it 
will consider its dividend 
policy once gearing is below 
100 per cent, which should 
be at the end of this year. 

In the rest of the food 
retailers, the sector leaders 
were in demand and i Sains- 
bury put on 20 to 5l0p. in 
trade of 2m, and Tesco rose 
19 to 569p. Asda Group hard 
ened 2 to 202p. 

Defence industry merger 
speculation continued on the 
back of a failed US defence 
deal, with the usual suspects 
receiving attention. The US 
government said it would try 
to stop the S&bn merger 
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Mediobanca in ter na tional Limited 

dneorporawd with Smitad KaUity in the Cayman Islands) 

A member of the MetJobanca Bantang Group 

Notice to holders of Madobanca International 
4 per cent Notes due 1999 convertible into 
ordkiary shares of AUeanza Assicurazioni 
SjlA. (the «Notes») 

Notice is hereby given that a Board Meeting of AUeanza Assi- 
curazioni SpA wffl be held on 31st March 1998 inter alia for 
The purpose of caBng the Annual General Meeting of the Com- 
pany to be held to adopt the Company’s Accounts far the year 
ended 31st December 1997 and proposals rielsting thereto. 
Accordffigly; pursuant to Condtion 5 CA) of the Notes. Subscrip- 
tion Rights to the Company^ shares wffl not be exercisable be- 
tween 1st Apri 1998 and the last possible date fixed for the 
Annual General Meeting, or where applicable. the day foBow- 
hg the payment of any dMdsnds. the tfetrtoution of which may 
be resolved by the Annual General Meeting. 


GS BOND FUNDS 

Soddtd <nrwBrikeement& Capital Vartabis 
47, BoteMrt BoyaL L-2446 Urambouig 

R.C.9. Luxembourg B 42-252 

NOTICE OF MSTKO 

Dear Shareholder. 

We haw ta ptaaaura of hrvWng you to attend fin Annual Oaneial iMhg of 
aharafxddare, which wM be hold on Apifl 3, 1998 at 3.TS pjw. m tha olBcaa of 8a>o 
street Boric Umrribourg SA. 47 Boufewd Royal. L-244S UmmtMun. wfth tie 
Mowing agenda: 

AGENDA 

l Praaont ai lonoftrwmport»ofttwaoaitlofOfrBaoraiin<fof1htiAu(toa. 

2. Approval of the Manca shew and the profit and Ion accowx as <4 
November SO, 1997. 

3. Dfacbarga to be panted to the Diractora for the Onandal year ended 
November SO, 1997. 

4. Acton on nomination for tha efadton of tha Dtectore and Audtore for the 
"rawing year. 

5. Any after budoeaa which may be property breugf a befor e the nweUng. 
TherinraholdaraarearMaadltiat no quotum far Hie lame of the agenda ie required, 
and that the deaWora w* to taken at the msfortty vote of the etoiaa prasem or 
represented at foe Meeting. Each atamle erMedlo one aMAAManhaUw may act 
star? Meeting by proxy. 

By order of the Board of Dkectora 


FINANCIAL ADVISORS 

The Export-Import Bank of the Unfted States, official export crerit 
agamy of the Gwommart, b waking financial advisors to 
asrist in structuring and nagodsting DmJted raoouraa prefect finance 
tranaaettona In daw to pfog courtrias. SoUdb rt lon do cument s wfll be 
avaAMa March 30. 1898 

To qualify for contract awards, a financial advisory firm muat have 
axtanslva International nqMrienca In Smitad rtcourw prefect fttanca 

in two or more of the sectors and deveiopfns countries in which Ex- 
bn BuM business is rfirected. Tha firms must have served as a 
financial acMsor to sponsor or lander gimp*, served as an anwitfru 

bank or technical bank, or have direct landing experience In pr efects 
hi developing countries that have softs rod finamkf cfose. 
MdUonaif, tha 6m must damonatrata knowledge of export credit 
•Dancy pofidas and Organfcrton of Economfc Cooperation and 
D e vatop m arit and Bema Union anarqfementa. 

For mote Infarmafl on please tax your request to the Office of 
Administrative Services at 2Q2-S6S-3528 or vfaft www.ax6n.0OV on 
tha World Wide Web, 


:^ ys/= 

2000 • ' 

Dec W Jan 1598 Mar 
Sarcr DsastanZV 

between Lockheed Martin 
and Northrop. 

GEC was seen as a possi- 
ble beneficiary as it could 
buy a US company, and its 
shares achieved one of the 
best FTSE 100 performances 
as they rose 21 to 469p. 

Its putative merger part- 
ner. British Aerospace, was 
pushed through the £20 level 
and rose 52 to £20.15. BAe 
was helped by a story that 
Airbus Industrie had secured 
contracts for 179 aircraft for 
sale to South America. 

Engineering-related stocks 
shone despite the continued 
strength of sterling, which 
remained above DM3.06. Two 
sets of figures highlighted 
the trend of results easing 
investor fears related to the 
effect of the strong pound. 

Glynwed International 
achieved tbe best perfor- 
mance in the FTSE 350 as 
the stock appreciated 33 to 
294Vip, a gain of almost 13 
per cent. The brisk 6m 
traded highlighted the inves- 
tor interest. 

While the results were 
ahead of analysts' figures, 
the rise was said to be pow- 
ered by the ann n nnppm pn t 
of a change in strategy and 
the possibility' of £300m of 
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58SVip after the industxlal 
services group announced a 
10 per cent pre-tax rise to 
T fln-flm . slightly ahead of a 
consensus of analysts’ faze- 


FUTURES AND OPTIONS 


disposals that would boost 
the engineer’s war chest. 

One sector specialist said: 
"We shall see the sale of the 

nnrl prpprfn rmtng metals Side 

and thp quality of com- 


pany will shine through.”' wich Union 11 to 477p. 


Investor sentiment was also 

helped by thp a r tT m un ranTWi* 
of a buy-back programme. 

Meggltt also shrugged off 
the strong pound, with trad- 
ers saying that it had lost 
less than gltw h> its p ro flLs 
due to currency effects. Hie 
stock gained 6 to ZlKip. 

BT worst 

British Tdecommusications 
was not only the worst per- 
forming Footsie stock but 
also one of the busiest trades 
in the premier listings, amid 
talk of a change of recom- 
mendation and gener al prof- 
it-taking. 

A leading broker was said 
to have lowered its rating on 
the stock while profit-taking 
after the shares hit an 
all-time high last week also 
weakened the stock leaving 
it to close 25 off at 656p. 

BT said the cost of some 
local UK calls would come 
down by 10 per cent from the 
end of April, although ana- 
lysts said they expected the 
move to have little direct 
impact on the share price. 

Cable & Wireless hard- 
ened 3Vi to 73TAp but mobile 
phone operators Orange and 
Vodafone Group were a 
weak market The former 
eased 2 to 410p and the latter 
14 to 582p. 

Brammer gained 25% to 


The bull run in informa- 
tion technology stocks 
showed no signs of easing, 
with the gtortf: in the sub- 
sector, Mlsys, busting 
through the. £30 level. It 
dosed up 100 at £30 after a 
series of presentations to 
analysts that was received 
positively. Dresdner Klein- 
wort Benson talked of a 
juice target of £3580. 

I n ves to r gnth n s ia sm for IT 
stocks was highlighted by 
the .gain of 70 to 545p at 
Quality Software following 
its st ro n g figures. The soft- 
ware company lifted the pre- 
tax line from £28.000 to 
£2.6m. exceeding the ggm 
expected. 

Graham Brown at Suther- 
lands said: “Turnover 
growth at 10.4 per cent was 
slightly below expectations, 
partly due to the effect of 
currency translation, but I 
was encouraged by the cost 
controL" 

Other IT shares also marfp 
advances, with London 
Bridge Software rising 12Vi 
to 982Vxp and Sherwood 
International 67Va to 880p. 

Rolfe & Nolan shares were 
unchanged at 507Vip: under 
terms of the agreed bid from 
Sun guard, the US group, 
holders will receive the 
equivalent of 542p for each 
Rolfe & Nolan share at the 
current dollar exchange rate. 


Britannic Assurance raced 
higher, rinsing 43% ahead at 
a record closing level of 
g-iS-Sfi, in the wake of excel- 
lent preliminary results, 
showing doubled profits and 
a 20 per cent increase in the 
dividend. 

Other life stocks also made 
rapid progress. United 
Assurance moving up ISVi to 
606p and London & Manches- 
ter 14 at 595p. Prudential 
gamed 14 to 950p, Legal & 
General 33 to 5S5p, and Kcnr- 
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The UK Series || TRADING VOLUME 


■ Major Stocks yesterday. 


FTSE Actuaries Industry Sectors 
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Low inflation and Emu push bourses higher ^7 nves t ors 








S9“J5¥®!HL 

Another set of records across 
Europe indicated that it will 
take some remarkably bad 
news to halt the global bull 
market in equities, writes 
Philip Coggan. 

'The twin benefits of low 
inflation and Emu conver- 
gence continued to act as a 
powerful motor for European 
bourses, in particular. 

In Spain, the yield on the 
10-year government bond 
dipped below 5 per cent, a 


record low. An announce- 
ment today from the Euro- 
pean Monetary Institute is 
expected to confirm that 
Spain will be one of the 
founder members of a single 
currency. 

Further signs of the low 
level of European inflation 
came from Germany, where 
four federal states revealed 
annual inflation rates of 1 or 
l.l per cent 

Investors have every 
incentive to switch from low- 
yielding bonds and cash into 


equities, especially if they 
believe that European econo- 
mies are set to grow more 
strongly and that corporate 
earnings will advance rap- 
idly in the face of restructur- 
ing and an acceptance of 
"“shareholder value” philoso- 
phy. 

The FT/S&P European 
index is up 18.8 per cent in 
dollar terms this year and 
102 per cent since the start 
of 1995. 

The European team at 
ABN Amro comments: “We 


are distrustful of equity val- 
uations. Even so. with com- 
modity prices falling sharply 
through the first quarter and 
the risk of higher short-term 
interest rates receding, we 
see little to indicate that 
equity markets will peak in 
the second quarter." 

The latest big number bar- 
rier to fall was 3,000 on the 
Bel-20 in Belgium, after the 
Dax’s recent burst through 
the 5,000 level 

The Frankfurt market 
achieved another record 


close, as did bourses in 
Amsterdam, Madrid, M i la n , 
Paris, Stockholm and 
Vienna. The Italian market 
was particularly strong, ris- 
ing 3 per cent ahead of the 
expected backing far its euro 
membership. 

Wall Street also opened 
strongly and the S&F 500 
index chalked up a record 
intra-day high. 

For once, a market outside 
Europe and the OS also man- 
aged a peak. The Australian 
market reached its second 


consecutive all-time high as 
Monday's rally in the oil 
price and a pick-up in the. 
gold price, which fixed above 
$300 an ounce in London, 
helped the country's natural 
resource stocks. 

The Sydney market has 
suffered in the wake of the 
Asian crisis and has under- 
performed the FT/S&P World 
mdpx, in dollar terms, fay 24 
per cent since the start of 
1997. 

London market, Rage 34 
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AMERICAS 

US shares regained their 
footing after Monday’s set- 
back, with the Dow Jones 
Industrial Average climbing 
back above the 8.B00 level. 
writes John Labate in New 
York. 

“The inflow of money and 
the end of the quarter is 
overwhelming any negative 
forces, and should for at 
least the next week," said 
Bill Meehan, chief market 
analyst at Cantor Fitzgerald 
in Connecticut. “The market 
doesn't seem to care about 
earnings estimates being 
ratcheted down.” 

By early afternoon the 
Dow had nearly erased 
nearly all Monday's loss, ris- 
ing 88.69 or 1.01 per cent to 
8,904.94. The other major 
indices also rallied. The 
Standard & Poor's 500 index 
was 9.99 higher at L.106JS4, 
while the Nasdaq composite 
increased by 1&80 to 1JJ1L3L 

Some oil-sensitive shares, 
including airline companies, 
recovered as the price of a 
barrel of oil moved lower in 
morning trade. Shares of 
UAL rose $2& to $90%. 

Among Dow components, 
AT&T rose $1% to $67ft after 
announcing a new electronic 
commerce service. Disney 
was also higher an the day, 
up $4^ to $KJ6fc. But Chev- 
ron was down $2 to $85*. 

Banking shares rose on 
renewed speculation that 
Chase Manhattan could be 
involved in a merger. The 
bank’s president said Chase 
plans to expand its equity 
operations. The comments 
helped send the stock up $3% 
to $135£. 

Other major bank shares 
were higher as well, sending 
the Philadelphia stock 


exchange’s banking index up 
14.54 or 1.72 per cent to 
86L5L 

In the computer sector, 
Microsoft gained $3 to $843 
while semiconductor chip 
maker Texas Instruments 
climbed $1% to $54%. Shares 
of Cabletron, the networking 
products maker, rose $ft to 
$15V« after announcing it 
would cut 180 manufacturing 
jobs. S mall company shares 
gained ground, sending the 
Russell 2000 index up 2.26 to 

476-22. 

TORONTO overcame, a 
slow morning for the heavy- 
weight banking sector and 
tracked higher in the wake 
of the strong start on Wall 
Street. The 300 composite 
index was up 27.06 at 7,537.30 
noon. 

News of the merger talks 
between AT&T Canada and 
Telus, Canada’s third biggest 
telephone company, made 
for an active morning among 
telecoms shares. Among 
equipment suppliers. North- 
ern Telecom gained C$1.05 to 
C$88.80 and BCE added 85 
cents to C$56.00. 

Golds pushed higher on 
the back of a stronger bul- 
lion price. Barrick improved 
15 cents to C$28.75 and 
Placer Dome 10 cents to 
C$18.30. A single block trade 
was said to lie behind a 
C$2.80 rise to C$72.10 at New- 
court Credit 

Banks were among the 
more obvious odd men out 
with Royal Bank of Canada 
slipping 25 cents to C$85.45 
and Bank of Montreal off 35 
cents at C$78.25. Bank of 
Nova Scotia lost 10 cents to 
C$37. 

Oils ran into profit-taking 
after Monday's rally. Gulf 
Canada fell back 20 cents to 
C$8.25. 


EUROPE 

Shares in MILAN forged 
ahead 3 per cent to a record 
as investors continued to 
switch from bonds to shares 
in the face of declining 
long-term interest rates. 

Figures from the Italian 
fund managers' association 
revealed that net cash 
inflows over the past two 
months were at record higbs 
of more than L30,000bn. 
Managers expect continued 
switching into equities. 

The Mibtel index gained 
703 to 23,722. Italian inves- 
tors have traditionally 
favoured bonds, but have 
woken up to the stock mar- 
ket. said one analyst. 

Mediolanum, tbe insurer, 
rose L3.190 or 6.3 per cent to 
L53.702 ahead of its post- 
trading results announce- 
ment. Mediaset, the broad- 
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Mexico City picks up 


MEXICO CITY lost ground 
at the opening but picked up 
in mid-morning trading. By 
xnidsession, the IPC index 
was 63.17 or 1.2 per cent 
higher at 5.105J25. 

Bank shares were in 
demand on news of plans to 
widen the share ownership 
of financial companies. Ban- 
comer A shares gained 50 
centavos or 15 per cent to 
3.85 pesos. Banorte A shares 
rose L50 pesos to 11.50 pesos. 

SAO PAULO moved mod- 
estly higher in early trading, 
helped by the upbeat start 
on Wall Street and some 
solid demand for Telebras 


following the telecom giant’s 
results late on Monday. 

The figures, broadly in 
line with broker estimates, 
were still positive enough to 
tempt an initial round of buy 
orders. The shares rose 0.5 
per cent to RS53.20. 

Petrobrds marked time as 
oil price concern reasserted 
itself after Monday’s rally. 
Eletrobr&s shed l per cent to 
RS60.40. At midsession, the 
Bovespa index was up 26 at 
12,064. 

SANTIAGO moved lower 
in light morning trading. 
The IPSA index was off 0.30 
at 103.96 at midsession. 


SmrcflMiMiy 

caster, which fell Steeply fol- 
lowing the collapse of negoti- 
ations between its largest 
shareholder Silvio Berlus- 
coni and Rupert Murdoch’s 
News Corp over the sale of a 
controlling stake, recovered 
L281 or 2.4 per cent to 
L1L813. 

PARIS took the bit 
between Its teeth and vol- 
ume surged to 233m shares 
as the CAC 40 index rose 
58.41 to a record 3,738.54. 

Top-of-the-range results 
plus a 30 per cent improve- 
ment in dividend sent 
Schneider FFr23.50 ahead to 
FFr437.5. The news that the 
group is in talks with Sie- 
mens of Germany on power 
technology cooperation also 
bolstered sentiment 

Rival electrical group 
Legrand added FFr76 to 
FFr1,660 amid renewed spec- 
ulation that Schneider’s pos- 
itive results might provide a 
framework for a link 
between the two companies. 

BNP gained FFrI1.50 to 
FFr 449.4 and Paribas FFr21 
to FFr613 following a fresh 
outbreak of rumours sug- 
gesting tbe two were in 
merger talks. France Tele- 
com rose FFrl0.30 to 
FFr315.5 following Monday’s 
steep sell-off. 

Accor jumped FFr80 or 5.8 


per cent to FFri.450 after 
Society Generate lifted its 
target price for the hotels 
leader by 10 per cent to 
FFr1,600. 

Investors appeared to have 
second thoughts about oils 
with Elf Aquitaine reversing 
Monday’s strong gains. Elf 
shed FFr16 to FFr785, but 
Total continued to edge 
higher, adding FFrl at 
FFr738. 

Investor disappointment 
with the 1997 figures sent 
Hermes lower. The shares 
fen FFr14 to FFr498 in spite 
of an earnings upgrade by 
Goldman Sachs. 

FRANKFURT also probed 
record highs, helped by 
benign infla tion news from 
four federal states. At the 
close of electronic trading, 
the Xetra Dax was 50.22 
higher at 5,064.35 and press- 
ing right up against its best 
levels of the session. 

Linde was a strong feature 
with the engineering group 
jumping DM79 to DM1,354 on 
news of a strong sales start 
to the current year. The 
company holds an analysts 
meeting today. Siemens 
drove up DM4.55 to 
DM125.90. 

Chemicals were in 
demand. Bayer added 
DM1.78 to DM84.08 and 
Henkel DM3.45 to DM132.70. 
Volkswagen fell DM16 to 
DM1,432 in spite of upbeat 
first-quarter figures from its 
Audi offshoot 

MADRID rallied, led by 
blue chips, and closed at a 

SOUTH AFRICA 

Golds continued to power 
ahead in Johannesburg, 
responding to the bullion 
price rally with an index 
gain of 6.4 per cent The all- 
share index ended 64.1 
higher at 7,230-2. 

Financials rose 77.0 to 
13,283.4 and industrials 
added 22.3 to 8,537.5. But 
golds stole the show. 

Driefontein Consolidated 
jumped R2J50 or 7.8 per cent 
to R30.50 and Vaal Reefs R13 
or 13. per cent to R194. The 
golds index pat on 44B to 
743.2. 


record. The general index 
gained 12.08 or 1.4 per cent 
to 873.68. A lower-than- 
expected budget deficit for 
January and February 
helped senttment 

Gains in Telefonica, which 
closed op Ptal60 to Ptafi.750, 
supported the index while 
construction company Activ- 
idades de Construction y 
Servians rose Ptal75 or 3.7 
per cent to Pta4JJ80 follow- 
ing an announcement by the 
Madrid stock exchange that 
the share would replace Ban- 
es to in the Ibex-35 index. 

ZURICH gained . on deriva- 
tives-related buying and 
lower short-term interest 
rates, and posted its second 
straight record close. The 
SMI index rose 66.4 or 09 per 
cent to 7,4074. 

Credit Suisse Group, 
which had attracted buying 
over tbe past few days on 
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speculation of merger talks, 
lost SFrl to SFI29B on profit- 
taking. UBS g”hipri SFT56 to 
SFr2£75, as did its merger, 
partner SBC, which added 
SFrll to SFrSli. Roche fell 
SFr95 to SFrl 6,475 on posi- 
tion adjustment ahead of its 
post-trading results 
announcement 

AMSTERDAM moved back 
into record territory with the 
ASS index adding 7.23 to 
1430.13, helped by a run for 
the high-tech sector. - 

Philips jumped FI 5.40 or 
3.7 per cent to FI 153.50 and 
ASM Lithograpy gained 
FI 6.60 to FI 194.60. Baan 
added FI 2-30 to FI 99.70. 
rebounding from Monday's 
profit-taking. Investors hav- 
ing second thoughts on oil 
prices left Royal Dutch off 
FI L10 at FI 120.40. 

Hagemeyer continued 
higher after last week's suc- 
cessful placing of 40 per cent 
of the trading house. The 
shares rose FI 3.80 to 
FI 102.50 - a three-day 
advance of almost 11 per 
cent 

OSLO, which gained 
ground on the rise in oil 
prices earlier this week, 
edged down as the rally in 
oil shares stalled. Tbe Total 
index fell 0.1 to 1.366.32. 
Investors focused on finan- 
cials. Union Bank of Norway 
fell NKE2 to NEZ246. 


Written and edited by 
Jeffrey Brown, Emiko 
Terazono, Peter Hall and 
Paul Gregan 


New ?fQ?iand investors are 
steadfastly ignoring last 
week's surprise bid by Don 
Brash, Reserve Bank gover- 
nor, to reihvigarate the econ- 
omy through an. easing in 
monetary policy. 

After an initial surge, 
equities this week resumed 
their recent patten of dull 
trading. The 40 capital index 
closed on Tuesday at 2415, 
just four points above the 
2,311 recorded before the 
Brash announcement on 
March 17. 

Thus the market is only 
123 above the year’s low of 
2,192 set on January 28, and 
153 higher than the 2,162 
recorded when the market 
fell precipitously last Octo- 
ber as the Asian crisis blew 
up. 

The lack of progress 
reflects continuing low lev- 
els of national business and 
cons umer confidence. 

The problem is that the 
Reserve Bank wants the eas- 
ing in monetary policy to.be 
achieved by a fall in the New 
Zealand dollar rather than 
through lowering interest 
rates. 

This is intended to help 
address the country’s grow- 
ing current account deficit 
by bolstering exports and 
inhibiting imports. 

To achieve this, the 
Reserve Bank is prepared to 
let inflat ion rise from 1.6 per 
cent to 2.1 per cent by June, 
the first officially sanctioned 
rise since Mr Brash was 
appointed governor in 1988. 

Over the past week, the 
New Zealand dollar has 
slipped by 2 cents against 
the US dollar, while key 
bank interest rates have 
gained half a percentage 
point, with the 90-day rate 
now op to 921 per cent 

To locals, the rises in 
domestic mortgage and bor- 
rowing costs suggest a fur- 
ther tightening rather than 
an easing in monetary policy . 
- and imply that the profit- 
ability of much of the corpo- 
rate sector will remain 
under pressure. High real 
interest rates also encourage 
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people to put money m ifte 
bank, rather than risk kluatv.'- 
tbe equity market -v- 

There are deep concerns - .. 
about Asia, as Indonesia*;, - 
' Malaysia. South Korea and- ■*+' 
Japan are major baywn cf - '; 
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the potential benefits!; 
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party earnings freon tax cut? 
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earnings that exportara'r 
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softer New Zealand dofljsQr. --. 

Among mdivkiual shareg^'-V' 
Telecom NZ lias been the- ' ’ 
star performer. It has gained . * 
over a dollar a share , to ... 
NZ$8.85 since March 5- Tele- ; ^ 
corn's fortunes lmp^pyad ': 
after signs that the . 

international placement of a 
24.9 per cent shareholding by 
US phone company Amen- at- 
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Other leaders are. in the ;; 
doldrums. Brierley Invest-.: , 
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ate Graham Field, v 
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national Paper of New York, • 
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Nikkei drops as tax hopes fade 


ASIA PACIFIC 



TOKYO fell sharply after 
senior figures in the ruling 
Liberal Democratic party 
ruled out income tax cuts in 
a forthcoming economic 
package, writes GiUum Tett 

in Tokyo. 

The Nikkei 225 Average 
came off L6 per cent to end 
at 16,606.30 after moving 
between 16,550.75 and 
16.768^3. The broader-based 
Topix index, which covers 
all first-section stocks, fell 
1L48 to 1,239. In Osaka, the 
OSE index lost 175.68 at 
16^96.72. 

The key reason for the set- 
back was disappointment 
over the LDP’s tax-cut plans. 
The LDP has indicated that 
it plans to unveil a stimulus 
package of between 
Yl0,000bn and Yl5,000bn to 
boost the ailing economy. 

Many market traders had 
assumed this would Include 
income tax changes, consid- 
ered necessary to offset 
recent consumer gloom. 
Japan’s trading partners 
have been pressing for tax 
cuts. 

However, the LDP indi- 
cated on Monday that the 
package would not contain 
tax cuts. And although some 
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government officials have 
called for postal savings 
funds to be pumped into the 
stock market to boost prices, 
this has had a limited 
Impact an the markets. 

Total volume on the TSE 
was 476m, up from 361m on 
Monday. Losers outpaced 
gainers by 778 to 353, 

The main declining sectors 
included shipbuilding, bro- 
kerages and construction, 
while miscellaneous manu- 
facturing and railway and 
bus transport were gainers. 

The stocks of major haninc 
were particularly heavily 
traded, partly due to profit- 
taking ahead of the close of 


the March year-end. Sakora 
Bank fell Y8 to Y485, Fuji 
Bank fell Y49 to Y871 and 
Sumitomo fell Y0O to Y1.310. 

JAKARTA lost ground as 
banks raised deposit rates in 
response to a rate rise by the 
central bank. With one- 
mouth rates raised from 22 
per cent to 45 per cent 
investors were said to have 
rushed to unload equities. 
The composite index lost 
14.66 or 2^ per cent to 501.66. 

The rise in interest rates 
helped the rupiah but foiled 
to lift sentiment Property, 
hank and finance stocks lost 
ground, with Bank Intema- 
sional Indonesia down Rp25 
to Rp575 while Duta Ang- 
gada, a property concern, 
declined Rp50 to Rp300. 

HONG KONG gained after 
softening money market 
rates and a land auction, 
which attracted higher-than- 
expected bids, sparked late 
buying. Properties were in 
demand and tbe sector 
jumped 13 per cent Cheung 
Kong rose HKI1.2S to HK$5S 
and Sung Hung Kai 50 cents 
to HKS54. Index heavyweight 
HSBC stayed weak, dipping 
HKS2 to HKS232. 

The Hang Seng index 
closed up 51.10 at 11,645.43 
after a low of 11.516.76. 


BANGKOK moved lower 
after further foreign 
exchange gains for the baht 
led to worries about export 
competitiveness. The SET 
index ended 13.40 or 2.7 per 
cent lower at 49027. 

Export-led groups Songkia 
Canning and Delta Electron- 
ics gave up Bt5 to Btl48 and 
Bti4 to Bt538 as the baht 
strengthened to 38.75 to the 
dollar. Bangkok Bank was 
the most active share, famng 
Bt2 to Bt88JS0. 

KUALA LUMPUR was dis- 
appointed at the lack of 
changes regarding foreign 
ownership of Malaysian com- 
panies. Expectations that the 
ceiling would be raised 
turned to nothing as the gov- 
ernment announced that the 
restriction on foreign owner- 
ship of banks, telecoms, 
insurance and stockbroking 
companies would re main at 
present levels. 

The composite index lost 
3L9 to 731.89 With financials 
leading the decline. The 
financial index fell 1.6 per 
cent 

Maybank, the couhtry’s 
largest bank, with a welgfat- 
Ing of over 6 per cent of the 
index, lost 20 cents to 
M$i420 while Sime Darby 
lost 14 cents to M$420. 
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Poland 

Able to look east and west with equa nimit y 
for the first time in 200 years, Poland's gaze, 
report Kevin Done and Christopher 
Bobinski, is fixed firmly forward 

Free to shape 
the future 


As Poland embarks, next 
week, on the arduous task of 
negotiating its entry into the 
European Union; the coun- 
try stands at the threshold of 
a new era. For the first time 
since the end of the 18 th cen- 
tury, Poland Is free of the 
fear of falling victim to the 
ambitions of either of Its 
powerful neighbours to east 
and west, Russia and Ger- 
many. Poland is approaching 
the next century with the 
prospect that membership of 
the EU and of Nato will 
allow it to redefine Its geopo- 
litical role. 

The end of the cold war 
and the Russian withdrawal 
from central Europe has left 
Poland without conflicts on 
any of its borders. 

As a result, the country is 
able to concentrate on tack- 
ling a daunting agenda of 
political and social reform 
coupled with promoting the 
economic development nec- 
essary to allow it to narrow 
the gap of wealth and pros- 
perity that separates it from 
its western neighbours. 

Membership of Nato beck- 
ons. Along with the Czech 
Republic and Hungary, 
Poland is expected to join 
the alliance in April next 
year an the 50th anniversary 
of the signing of the Wash- 
ington Treaty, once its acces- 
sion has been ratified by the 
16 gristing members. 

By contrast, negotiations 
on joining the EU are likely 
to be much more tortuous 
and complex, resting as 


much on the EC’s ability to 
reform its own institutions, 
as an Poland's capacity to 
adapt to the demands from 
Brussels. 

Membership of the EU 
appears unlikely before 2002 / 
2003 but the process of nego- 
tiation, and the scale of 
change that will be required, 
pose the greatest challenge 
to date as Poland continues 
the transition from a com- 
mand to a market economy, 
on which the country 
embarked with the fall of 
communism in 1989. 

Many of the economic por- 
tents are promising. Poland 
is achieving one of the high- 
est growth rates, at around 6 
per cent a year, of any of the 
former communist countries 
of central and east Europe. 

Inflation is falling, 
although the government’s 
aim of bringing the rate of 
price increases to less than 
10 per cent by the end of 
1998. from 13.2 per cent year- 
on-year last December, 
appears optimistic. 

Poland made significant 
progress in cooling its over- 
heated economy last year, 
albeit at the cost of excep- 
tionally high real interest 
rates. The tight fiscal and 
monetary policies still being 
pursued by the centre-right 
government elected last 
autumn suggest that the les- 
sors of last year’s financial 
and economic crises in the 
neighbouring Czech Repub- 
lic and in Asia have been 
heeded in Warsaw. 


The concerns expressed in 
the second half of last year 
about the deterioration in 
the current account of the 
balance of payments have 
receded. 

And the confidence of the 
financial markets has been 
reinforced by two key 
appointments: the return to 
the finance ministry as dep- 
uty prime minister, of 
Leszek Balcerowicz, the 
architect of Poland's free 
market reforms at the begin- 
ning of the 1990s; and the 
recent confirmation of a sec- 
ond term for Hanna Gron- 
kiewlcz-Waltz as governor of 
the National Bank of Poland. 

The interest rate regime 
has been set, since early this 
year, by a newly-formed 
monetary policy council 
chaired by the central bank 
governor. Ms Gronkiewicz- 
Waltz has traded some of her 
individual influence for 
greater independence for the 
bank with parliament giving 
up its previous power to 
approve the guidelines of 
monetary policy. 

In its first moves, the 
council reduced the monthly 
crawling peg devaluation 
rate and widened the trading 
band for the Polish currency. 
The aim was to increase for- 
eign exchange risk for specu- 
lative foreign investors in 
the face of a rapidly rising 
foreign currency inflow. 

The moves, combined with 
a small increase in 
short-term interest rates, 
suggest that the twin priori- 
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ties for the council are a 
reduction In the inflation 
rate and a strong zloty. 

The Warsaw stock market 
has responded strongly to 
the promising outlook for 
the economy and to expecta- 
tions of improving corporate 
earnings. With foreign Inves- 
tors in the vanguard, share 
prices have risen by more 
than 25 per cent in the past 
two months to the highest 
levels for four years. 

This mood of optimism in 
financial circles together 
with the somewhat surpris- 
ing sense of political stabil- 
ity that has developed since 
the autumn election - which 
left a former co mmunis t 
president, Aleksander Kwas- 
niewski, co-habiting with a 
centre-right coalition govern- 
ment led by the Solidarity 
Election Action (AWS) alli- 
ance and the pro-business 
Freedom Union (UW) - can 
tend to mask the magnitude 
of the reform task facing 
Poland and the painful 
restructuring that will result 
from preparations for e nt ry 
into the EU. 
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Even before the official 
negotiations begin In Brus- 
sels next week, deep misgiv- 
ings are being expressed in 
diplomatic and Borne opposi- 
tion circles about Poland’s 
institutional preparedness 
for the talks. 

Fears centre on rivalries 
between, and within. Institu- 
tions such as the .European 
Integration Committee (KTE ) 
and the Foreign Ministry, 
which could weaken 
Poland's position in the 

tallw 

The HE, for anunpte , is 
headed by Ryszard Czar- 
necki. an ambitious young 
cabinet minis ter and forma: 
leader of the nationalist 
Christian National Union, a 
party not noted far its strong 
support far EU membership. 

But, In spite of the fears, 
the EU is yet to became a 
divisive political issue. No 
significant eurosceptic force 
has emerged and all polls 
suggest that the great major- 
ity of Poles strongly support 
EU entry. 

The still InflnentW Catho- 
lic bishops back EU memher- 
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ship, as do young people, - 
managers, the unemployed 
and employees of the state 
run social services. The 
farming population has the 
biggest reservations. 

Nonetheless, this support 
could weaken as the realisa- 
tion dawns that the effort of 
adapting the country's legal 
and administrative system 
to take an board the formi- 
dable body of EU laws and 
regulations, the so-called 
acquis communautaxre, will 
require profound changes in 
Poland’s institutional struc- 
tures. 

At the time, the com- 
petitive challenge posed by 
the EU to Poland's industry, 
agriculture, banking and 
other sectors, coupled with 
the need to meet EU envi- 
ronmental standards, will 
wiaan that painful restruct- 
uring measures will have to 
be pursued despite the social 
costs that these will entail. 

Mr Balcerowicz warns that 
in coal mining alone 
between 60,000 and 80,000 
jobs win have to be cut from 
the present workforce of 
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240,000 with the closure of 
small, uneconomic pits. 
This is probably the most 
difficult reform in the econ- 
omy but it is indispensable,” 
he says. 

The EU also wants to see 
Poland's steel capacity 
reduced to commercially sus- 
tainable levels and Its mar- 
kets fully opened to west 
European competition. 

EU officials fear that, if 
the steel industry’s future 
cannot be resolved amicably, 
it could cast a shadow over 
the even more difficult nego- 
tiations to come in coal and 
agriculture. 

Alongside the restructur- 
ing of problem sectors of the 
economy the new govern- 
ment, headed by prime min- 
ister Jerzy Buzek, is co mmi t- 
ted to accelerating the pace 
of privatisation. “We want to 
bring the private sector in 
the next three to four years 
to a level that is considered 
normal in free market econo- 
mies," says Mr Buzek. 

Heading the privatisation 
agenda is the sale of a first 
tranche of shares, later this 
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year, in TPSA, the country’s 
sprawling telecommunica- 
tions utility. This move 
alone could almost double 
the market capitalisation of 
the Warsaw bourse and it 
will be followed by the sale 
of a stake in the Pekao bank 
group, the country’s largest 
commercial hank in terms of 
assets, the privatisation of 
LOT, the national airline, 
and other sell-offs in bank- 
ing, energy and pharmaceu- 
ticals. 

Higher privatisation 
receipts are a vital ingredi- 
ent in bolstering the govern- 
ment's financ es, as it seeks 
to undertake far-reaching 
social and structural reforms 
in local government, pen- 
sions, health and education. 

The inevitable strains that 
will result from the pursuit 
of these refrains, in parallel 
with the adoption of the 
tight medium-term finan cial 
strategy envisaged by Mr 
Balcerowicz, whose target is 
to balance the budget by 
2001 or 2002, will sorely test 
the cohesion of Poland's new 
coalition gove rnment. 
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j Some things in life are so 
j simple. A smile for example 
j It says everything about a 
F person. Or about an airline. 
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So we have no excuse. 

If we want to find out if 
you're happy travelling with 
us we just have to look at 

Austrian Airlines> 

The Most Friendly Airline. 



you. It will be written all over 
your face. 

Visit our most friendly website: 
http:/ / iwwj ua.com 
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Liberalisation has 
been a powerful 
engine for the 
economy and it 
must continue 

In Empik, a new multi-media 
store in central Warsaw, cus- 
tomers are leafing through 
magazines on everything 
from computer software to 
cookery. Fashion lights for 
space with furniture and for- 
eign languages. Business is 
represented with publica- 
tions on finance, marketing 
and careers in public rela- 
tions. Outside, street traders 
from the countryside are 
standing in the winter rain 
selling fruit, cheese and bed- 
room slippers. Everyone 
wants to participate in 
Poland's economic advance. 

But not everyone is 
equally well placed to do so. 
For the government the 
challenge is to maintain the 
rapid pace of growth of the 
post-communist era whilst 
trying to ensure that the 
benefits reach beyond the 
fast-growing big centres - 
Warsaw. Gdansk, Poznan 
and Katowice - to smaller 
cities, towns and villages. 

Leszek Balcerowicz. 
finance minister, deputy 
prime minister and the 
author of the reforms which 
transformed Poland in the 
early 1990s, is convinced that 
only a second bout of mar- 
ket-oriented restructuring, 
deregulation and privatisa- 


tion can keep the country 
growing at the speed it 
needs to create jobs. 

But Mr Balcerowicz’s 
party, the liberal Freedom 
Union /UW). is a minority 
partner m the ruling right- 
of-centre coalition. Some of 
his allies lu the dominant 
AWS. which was formed by 
the Solidarity trade union 
movement, harbour doubts. 
They remember only too 
well how voters threw them 
out of power in 1993 because 
of the economic pain 
inflicted by Mr Balcerowicz’s 
first round of shock treat- 
ment. putting former com- 
munists back into office. 

Since returning to power 
last September, the ruling 
alliance has avoided precipi- 
tate action. It is unclear how 
it will implement plans 
which could cost thousands 
of jobs in inefficient state- 
run enterprises. 

Fortunately, the economy 
Mr Balcerowicz inherited is 
in good shape, with GOP 
growth last year of 6.9 per 
cent, the highest in post- 
communist central Europe. 
Unemployment fell to 10.5 
per cent by the year-end. 
below the EU average of 11.3 
per cent, and inflation was 
down to 13 per cent 

The tremors which shook 
emerging markets following 
the turmoil in east Asia 
made foreign investors think 
twice about Poland but they 
have returned with a ven- 
geance. with some $2ba flaw- 
ing into the country in the 


first two months of 1996. 
compared with Sti.Tbn lb 
whole or last year. 

For Alain Pilloux. the offi- 
cial responsible for Poland at 
the European Bank for 
Reconstruction and Develop- 
ment: "Poland is performing 
well in comparison with 
other transition economies." 

The short-term danger is 
possible over- heating. With 
real incomes rising, espe- 
cially in big cities. Polish 
consumers are spending Mi- 
never before, especially on 
house building and hnme 
improvements. 

And companies are invest- 
ing heavily in equipment to 
modernise and prepare for 
competition following the 
country's expected entry 
into the EU early next cen- 
tury. As a result, imports are 
growing faster than exports, 
creating a current account 
deficit last year uf 3.5 per 
cent of GDP which the gov- 
ernment fears could hit 5 per 
cent this year. 

Mr Balcerowicz says he 
has addressed the problem 
with a restrictive 1996 bud- 
get, including tax increases. 
Hanna Gronkiewicz-Waltz. 
governor of the National 
Bank of Poland, the central 
bank, says interest rate 
increases made early last 
year are helping to slow the 
economy. The targets for 
1998 are GDP growth of 5.6 
per cent and year-end infla- 
tion of 9.5 per cent. Never- 
theless. Mr Pilloux says: 
“Poland is a bit vulnerable 
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Frail consensus 
won day to day 


The government, 
and its 

programme, rests 
on a constantly 
shifting coalition 

Polish politics continues to 
be defined by domestic 
issues but the start of Euro- 
pean Union membership 
talks means that, increas- 
ingly. the political agenda 
will be set by demands from 
Brussels for changes in the 
country's economic, legal 
and institutional framework. 

For the moment, the chal- 
lenges raised by EU member- 
ship have a low priority. 
Indeed, the issue scarcely 
figured in last autumn's par- 
liamentary elections which 
brought the Solidarity Elec- 
toral Action (AWS) trade 
union-led alliance of right- 
wing parties, including as a 
junior coalition partner the 
pro business Freedom Union 
CUWj led by Leszek Balcer- 
owicz, the pioneer of 
Poland's free market 
reforms, into government 


Still a consensus about the 
benefits of EU membership 
continues to reign among 
voters and politicians. The 
results of a recent poll, com- 
missioned by the Institute of 
Public Affairs, a non parti- 
san think-tank, showed that 
61 per cent of Poles would 
vote in a referendum for EU 
membership while a mere 9 
per cent would vote against. 

The AWS is led by Marian 
Krzaklewski. a 48-year-old 
computer sciences graduate 
who succeeded Lech Walesa, 
the legendary Solidarity 
leader, at the head of the 
organisation. The movement 
fought the autumn election, 
above all, to beat the former 
communists in the Left Dem- 
ocratic Alliance (SLD) and 
its allies in the Polish Peas- 
ants' Party (PSL) who had 
been in office from 1993. 

After last year's victory, 
Mr Krzaklewski decided to 
hand the post of prime min- 
ister to Jerzy Buzek, a mild 
mannered chemical engi- 
neering professor. Mr Krzak- 
lewski is planning to com- 
plete the anti-communist 


sweep and beat Aleksander 
Kwasniewski, the former 
co mmunis t president for the 
presidency at the next elec- 
tion in 2000. 

The anti-communist fer- 
vour displayed by the AWS 
before the elections has 
begun to ebb as the move- 
ment's entire attention turns 
to a punishing struggle to 
implement an ambitious pro- 
gramme of reform to decen- 
tralise local government and 
change Poland's welfare sys- 
tem. 

The first five months of 
the new government have 
shown that pre-election fears 
that the AWS would soon 
break up into its many small 
and fractious groups are 
unfounded. 

The governing coalition 
with the centrist UW 
appears to be well estab- 
lished and the present alli- 
ance is expected to survive 
until the next parliamentary 
elections in 2001. After all, 
the right wingers in the 
AWS, having spent the last 
four years outside parlia- 
ment. have been taught by 
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to an investment and con- 
sumption boom." 

The real answer lies not in 
short-term fine-tuning but in 
lung-term structural change. 
Mr Balcerowicz says that 
without more fundamental 
reform. Poland cannot meet 
his ambitious medium-term 
target of average growth of 
6.5 per cent annually for 
1997-2001. combined with 
Tailing inflation, rising 
employment and cuts in gov- 
ernment borrowing. 

Accelerated privatisation 
is the top priority. While the 
state's share of output has 
fallen in the 1990s from more 
than 60 per cent to about 30 
per cent, the target of 15 per 
cent is still some way off. 

In political terms, much of 
the easiest work has been 
dune in selling smaller enter- 
prises and profitable units 
such as KGHM. the copper 
group. The remaining list 
includes about 100 big enter- 
prises. including many in 
public services and in heavy 
industry. Among them are 
high-profile units, such as 
TPSA, the telecoms monop- 
oly. Pekao. the biggest bank, 
and LOT. the national air- 
line. All are being prepared 
for privatisation but all 
remain politically sensitive, 
vvitb some managers and 
staff preferring state owner- 
ship to the anxiety of possi- 
bly being taken over by a 
foreign investor. 

The privatisation of heavy 
industry is even more diffi- 
cult because these industries 






Solidarity: Marian Krzakiewslti 
and Jerzy Buzek Reuwn 

experience that splits lead to 
the political wilderness. 

And the spoils of power 
are significant enough to 
make staying in government 
imperative for the various 
constituent parts of the 
AWS. all of which want to 
build their organisations for 
future elections. 

This does not mean that 
the AWS is conflict free. On 
the contrary, management of 
the 200 strong parliamentary 
caucus comes down to an 
almost daily search for con- 
sensus between its compo- 
nent groups. 

These, broadly speaking, 
divide into a large block 
with a Solidarity trade union 
background which is slowly 
being transformed into a 
political party and estab- 
lished parties, of which the 
right wing Christian 

Continued on Page 3 



require big job cuts. Perhaps 
60.000-80,000 or 250,000 coal 
miners may have to go and 
about half the remaining 
83,000 steel workers, hi steel, 
Poland is under pressure 
from the EU to publish a 
restructuring plan by mid- 
year or risk escalating a seri- 
ous trade dispute. In coal, 
the timetable is less pressing 
but Mr Balcerowicz says the 
industry's losses - 3hn zloty 
last year - must be elimi- 
nated in two years. 

Mr Balcerowicz wants to 
increase privatisation pro- 
ceeds from 6bn zloty in 1997 
to 6.7bn zloty this year and 
lObn zloty a year from 1999 
to help finance other ambi- 
tious reforms, notably of 
pensions and benefits, which 
absorb 42 per cent of govern- 
ment spending. 

His plan is to introduce 
compulsory private pensions 
to reduce the burden on the 
state whilst protecting exist- 
ing pensioners and those 
close to retirement who wifi 
remain in the state system. 
The plan will cost 6bn zlotys 
a year over a decade. 

The government also 
wants to make the health 
service more efficient by 
switching resources from 
hospital beds to other facili- 
ties and from big cities to 
smaller towns. Poland 
spends more on health care 
than comparable countries 
and deserves better results, 
says Mr Balcerowicz. 

And the minister insists 
that health care reform - 
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I firp everything else the gov- 
ernment does to improve 
social services - must take 
place within the framework 
of budget deficit reduction. 
“There are sometimes 
attempts to present plans 
without attention to costs," 
he says in a thinly-veiled 
comment on some bis fellow 
ministers. 

Jerzy Buzek, the AWS 

p r i m ** minister , supports Mr 

Balcerowicz's commitment 
to more market-oriented 
reform. So does Aleksander 
Kwasniewski, the opposition 
SLD president But there is 


still considerable scope for 
argument 

In particular, some AWS 
politicians finked to Solidar- 
ity do not want to take risks 
with their supporters’ jobs in 
state ent erprises. 

Fmil Wasacz, the treasury 
minister responsible for pri- 
vatisation, recently installed 
a new director at the Ursus 
tractor works, a Solidarity 
stronghold and a by-word for 
industrial inefficiency, at a 
timH when the unit was 
negotiating with Agco of 
Csmstda over an investment 
which would have required 


job cuts. The new' ' fliricMp. - - : 

promptly declared his appo. 
sitton to foreign inva s tinet d 
and Agco Withdrew.- 
Fortunately, manyotfcet 
foreign investors' ' 'hayer 
pressed ahead, DOttWyi ta-L ^ : 

the motor industry, where-’ -■'■'hr’’*-'. 
Fiat of Italy and 
South Korea head the 

T.ifeg many Polish ci wnpit- ~ ' 

uies they sense the eugth a of 
growth p o w e ri ng the ecdo- ’:i £. .-y : 

omy ' but without -more 
change the village 
standing outside the"nawr. ’.'. ; ?ij:-:'S '.' 
stores in Warsaw - 
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Bank Rozwoju Eksportu SA 
combines a profound 
knowledge of the Polish market 
with state-of-the-art 
banking technology. 

We complement our experience 
gained within 12 years 
of successful activity 
with the know-how of leading 
financial institutions world-wide, 
including Commerzbank, 
our major shareholder; 
this allows us to provide services 
of the highest quality. 

Our extensive branch network 
offers financial services 
in all regions of Poland. 

Bank Rozwoju Eksportu SA - 
your partner in business. 


Can os on leL (48-22) 829-00-00, fiu (48-22) 829-00-8 L 
pL Banking 2, 00-950 Warszawa, P.Ol Box 728, POLAND 
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Critical of its 
predecessors, the 
government must 
deliver on its 
welfare agenda 

A radical reorganisation of 
Poland's social welfare 
systems is a prio ri ty for the 
Solidarity-based government 
as its performance in a field 
affecting the entire popula- 
tion will be crucial to win- 
ning the next parliamentary 
elections in 2001. 

But the commitment to 
change goes deeper in the 
Solidarity movement which 
has, for the eight years since 
the fall of communism, 
repeatedly called for reforms 
of the welfare system. 
Indeed, its image has been 
built on criticiSEQg previous 
governments for their failure 
to make progress in this 
field. 

Now Teresa Kaminska, a 
Solidarity member since 1980 
who formerly led the union’s 
health service branch, has 
been given responsibility for 
co-ordinating the reforms. 
Ms Kaminska oversees a 
team covering areas ranging 
from pensions to health care 
and other social services. . 
And, like many of her union 
colleagues, now in govern- 
ment, she exudes an enthusi- 
asm for her cause bora of 
years of waiting for the 
chance to cut waste and tar- 
get the genuinely needy. 

The aim, says Ms Kamin- 
ska. is to widen the services 
available to recipients of the 
welfare system by opening 
the field up to the private 
sector. The government 
intends to control costs 
while private savings, man- 
aged by insurance compa- 
! uies, complement the redis- 
tribution of welfare funds by 
the state. 

Ms Kaminska’s commit- 
ment to her cause survived a 
recent series of gruelling late 
night meetings in which the 
government persuaded its 
supporters in the Solidarity 
Electoral Action (AWS) par- 
liamentary caucus to back 
measures to decentralise 
local government 
These reforms, which 
bring in a new tier of local 
government, the powial, and 
cut the number' of provinces 
from 49 to 12, are crucial to 
the social reforms because 
many social service func- 
tions will be managed at the 
powiat level. 

But the planned local gov- 
ernment reorganisation has 
already provoked opposition 
from provinces which will 
lose their gubernatorial sta- 
tus. Indeed, the criticism has 
cut across party lines with 
even the bishops in some 
towns, such as Czestochowa, 
the national shrine which 
will lose as a result of the 
reform, pitching in. 

And the row over the local 
government plans provides a 
mild foretaste of the., conflict 
which the pension reforms 
will provoke. ^ 

This month, Ewa Lewfoka,” 
another Solidarity activist 
who is responsible for the 
pension reforms, expects to 
send draft legislation to par- 
liament for approval. It will 


see a fifth erf the present pen- 
sion contribution paid into 
private pension funds. 

Currently, employers pay 
the whole contribution, 
amounting to 45 per cent of 
their wage bill, into the pres- 
ent pay as you go system. 
The government is arguing 
the reform is essential as the 
ratio of Poles erf working age 
to pensioners stood at 2.17 in 
1995 but is set to fall to 1.8 
by 2015 when the cost of the 
present system will no lon- 
ger be sustainable. 

Under the new system, the 
labour force can expect to be 
paid a minimum pension 
funded through a continua- 
tion of the present pay as 
you go system topped up by 
the compulsory private pen- 
sion funds. In addition, 
people will be able to save 
through voluntary pension 
schemes. 

The new system will be 
compulsory for the under 
thirties and optional for 
those between 30 and 50. The 
over fifties will stay within 
the present system. 

The cost to the budget of 
having a fifth of the present 
contribution paid into the 
private pension funds is to 
be compensated from reve- 


nues raised by disposals of 
state assets- .' 

Ms Lewicka estimates that 
the first year will see 
approximately 3.5 bn zlotys 
flowing into the new funds, 
rising to 7bn zlotys in the 
second year. This will 
largely be invested in domes- 
tic ra prtel markets. 

The plans wfO need some 
hard negotiating with the 20 
per cent of the workforce, 
including steelworkers and 
coal miners, who enjoy privi- 
leged pensions granted- 
under the communist 
regime. These will be. 
removed under the new 
scheme where pensions in 
the pay as you go system 
will be linked to individual 
contributions. Also, the pres- 
ent generous system of disa- 
bility benefits will have to be 
tightened to cover the Initial 
costs of the reform. 

More controversy, this 
time inside the governing * 
coalition, lies ahead in the . 
medical field. Here Ms ’ 
Kaminska is putting the fin- . 
ishing touches to plans, to 
establish a system of health 
fUnds which would pay Indi- 
vidual patients’ health bills. 
They are to be financed 
through a transfer of half of . 


each Pole’s income tax con- -i '••‘■ffyfr* 1 
nitration. The funds woufii i 
slgn agreements with pnMte -- 
and private hospitals apd ^ v 
clinics which would thmbe / , 
licenced as approved provid- " 

era of health care. ■ 

However, the plan is -v , 

opposed by the F reed o m - v 
Union (UW), the Sohdarity- 
Electoral Action's <AW5J)y 
junior partner in govern-. ^“4 vs: s 
menL The UW says money ■'[■■■ 
for medical care should be 
channeled through local gov-V^’-y y 1 ;'-. 1 : 
eminent. Also, true to its pro yyl?: ' ’ ] 

.business affilintlnn, the UW 1 •"] 

wants . greater scope for pri- 75 . i^rr. 

vate health insurance whose -A'j'* . 

participants would have 
income tax breaks. ’ . ' "* ; 

This, Ms Kaminska argues. " ’ ' 1 

could prove too great a. drain "\ r 'j v 
on the publicly financedsys- ' JjT £ 
tem which would deteriorate 
with dependence on vthe: 
taxes of the worse off. 

The government’s social -! 
care proposals are less con- .. - • 

troversiaL Here those in' • v’.-y.w.. 
need would be ! presented t 
with vouchers which they 
could then “spend" with . ‘. 'f.'VL*'. 
state owned or private . prte . 
viders of services. 'Ihis-'--. 
would mean a competitive 
market in the sector and X ^ 1 
give the needy a choice. - v -b : .. 1 
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FOREIGN POLICY . by Christopher Bobinski 




off 


No more the victim 




Planned alliances 
with the west and 
a new outlook to 
the east reflect a 
confident nation 

Tlie end of the cold war an d 
the Russian withdrawal 
from central Europe leaves 
P olan d with the happy pros- 
pect of entering the next 
century without conflicts on 
any of its borders and Its 
citizens* safety secured 
through membership of Nato 
and the European Union. 

Indeed, for the first time 
since the end of the 18th cen- 
tury membership of t hese 
two western institutions 
gives Poland the chance to 
redefine its geopolitical role. 

No longer will the conn- 
try’s main concern be to 
avoid becoming, as so often 
in the past, a victim of Rus- 
sia or Germany, its powerful 
neighbours to the east and 
west Rather, Poland is set to 
become a partner in western 
alliances where it will have 
a clear role in helping to 
ensure stability, as well as 
democratic and economic 
reform, in the countries 
beyond its eastern frontier. 

M embership of Nato, along 
with the Czech Republic and 
Hungary, is within its grasp. 
Once the accession cif the 
three central European 
countries has been ratified 
by the 16 existing members 
they can expect to join Nato 
on the 50th anniversary of 
the alliance in 1999. 

Talks on adaptation of 
Poland’s armed forces are 
well in train and, according 
to Robert Mroziewicz, the 
depnty defence minist er 
responsible for relations 


with Nato, a planned reor- 
ganisation .of the military 
will give the. country imme- 
diate reaction forces which 
could take part in Nato mis- 
sions abroad at short notice. 

I n de e d, the recent build up 
of OS-led forces ap aiww Iraq 
saw Poland committing a 
chemical defence unit in a 
sign that the country is 
ready to operate in Joint 
operations out of the Euro- 
pean area. 

The cost to Nato as _ a 
whole of adapting Polish 
facilities, such as airfields, to 
enable them to serve Nato 
forces is estimated to run to 
a mere KL5bn. At the same 
time, Poland is preparing to 
spend $8bn on modernising 
its armed forces over the 
next 12 to 15 years. 

Membership of the Euro- 
pean Union is a more com- 
plex challenge. Helmut Kohl, 
the German Chancellor and 
Poland's main champion, 
recently repeated that the 
country should Join the EU 
as soon as possible. He was 
sitting in the western Polish 
city of Poznan alongside Jac- 
ques Chirac, the French 
president, who is also ready 
to repeat that Poland should 
be in the EU by the year 
2000. 

More realistic estimates 
coming from the European 
Commission put Poland's 
entry date at 2003 and it is 
certain that there will be 
hard talks before member- 
ship is a done deal. 

Poland has already said 
that it wiD be looking for 
waivers from the EU princi- 
ples of a free flow of goods, 
people, services and capital 
is the field of insurance, 
transport and sale of farm 
land to other EU citizens. 


Poland will also need long 
adaptation periods In the 

implementation of EU envi- 
ronmental norms because of 
the cost involved. 

For its part, the EU looks 
set to insist that barriers 
stay in place to the How of 
cheaper Polish labour into 
the 15 member countries. 
The process of adapting 
Poland’s large farming sec- 
tor to the subsidised farm 
regime in the EU will also be 
fraught with controversies. 

During the talks with Nato 
and the EU, Poland will take 
care not to give the Impres- 
sion that it is forgetting 
about the other countries 
aspiring to membership of 
the two groupings. Bronis- 
law Geremek, the foreign 
minister recently told parlia- 
ment *'our membership of 
Nato and the European 
Union is not and will not be 
a flight to the west nor are 
we abandoning the region, 
our near and more distant 
partners in the east and the 
north and south east". 

In taking this approach 
the Poles have the full back- 
ing of the United States 
which has been toning other 
Nato hopefuls, such a& the 
Baltic countries, that the 
road to the alliance lies in 
building good relations with 
Poland, which will become 
their nearest Nato neigh- 
bour. 

Poland is also vitally con- 
cerned to maintain the sta- 
tus of the Ukraine as an 
independent democracy. 
This is also in tune with 
Nato policy. 

This can be done, in the 
view of the Poles, by keeping 
close contacts with the coun- 
tries to the east. Thus 
Poland accepts demands by 


Frail consensus won day to day 


Continued from Page 2 

National Union (ZChN) has 
emerged as the strongest 

“Decisions take such a 
long time," says a leader of 
the UW which has 60 depu- 
ties in the 460-member Sqjm, 
the more important parlia- 
mentary chamber. "And, 
once the.AWS does airiveat 
adefclsHra and coithe to' agree 
it with us. someone in their 
camp changes his mind and 
the whole process starts all 
over again." 

The AWS also has a funda- 
mentalist fringe linked with 
the Radio Maryja radio sta- 
tion This broadcasts a com- 
bination of traditional Cath- 
olicism and nationalism to 
approximately 4m listeners 
whose votes were an impor- 
tant factor in AWS’s elec- 
toral triumph last autumn. 
The radio station wfll play a 
key role in local government 
elections this autumn. 

These fundamentalists are 
deeply suspicious of the UW 


and readily charge that the 
junior coalition partner’s 
influence over government 
is greater than its represen- 
tation in parliament war- 
rants. 

The fundamentalists are 
also strongly opposed to the 
local government reform, 
c u rrently at the centre of the 
government’s . attentions. 
This' b'rings m “ the “powiaf” 
as a third tier of government 
and folds the present 49 
provinces (voivodeships) 
into 12 units. The powiat and 
these large voivodeships 
would get a bigger share 
than hitherto of tax reve- 
nues. 

AWS critics charge that 
the reform will weaken the 
unity of the state. They also 
look set to ally with the Pol- 
ish Peasants’ Party, whose 
rump survives in the Sejm 
with 26 seats, in seeking to 
try to block the change 
through a referendum. 

This nascent alliance 
could, in fixture, turn into a 


focus of opposition to Polish 
membership in the European 
Union, especially if the farm 
lobby comes to feel it will 
lose more than it gains by 
having Poland join. 

The former communist 
SLD. which has 164 deputies 
in the Sejm, in principle 
harire the local government 
reform. But it has also noted 
that the changes are opposed 
in those towns or areas 
whose status is set to decline 
once they stop being local 
government centres. So the 
SLD has decided to deploy 
delaying tactics as the com- 
plex legislation makes its 
way through the legislature. 

Unfortunately for the 
AWS-UW coalition, the SLD 
and president Aleksander 
Kwasniewski hold the key to 
the successful] passage of 
the local government and 
social welfare reforms. 

Under the present consti- 
tution, the president has the 
right to veto Legislation and 
the Sejm needs to muster a 


three fifths majority, or 276 
votes, to overrule the deci- 
sion. At present, the AWS 
and UW together control 260 
deputies leaving the small 
PSL holding the extra votes 
needed to overturn presiden- 
tial vetoes. 

However, the majority of 
the present governing coali- 
tion is loathe to the pay the 
price of winning the PSL’s 
support by bringing it into 
government, not least 
because of its stance on the 
local government reform. 

Ironically, this leaves the 
AWS with the prospect of 
toning down its anti commu- 
nist stance and establishing 
a constructive modus vivendi 
with president Kwasniewski. 

Mr Kwasniewski, who wfll 
also be running for a second 
term in 2000 and has bom 
the brunt of much of the 
AWS's rhetoric, no doubt, 
relishes the irony. Neverthe- ! 
less, lie has said be is ready 
to work with the coalition on i 
key reform Issues. 


the European Union that the 
security of its eastern fron- 
tier should be tightened. But 
It is desperately anxious not 
to «>nri any signals to the 
east that it sees itself as a 
rampart defending the EU 
against the rest of eastern 
Europe. 

T want to underline that 
Poland as a future member 
of Nato and the EU should 
do everything in its power to 
ensure that its eastern and 
northern frontiers do not 
become civflisatlonal, eco- 
nomic or military barriers 
bat should rather be open to 
cooperation with its neigh- 
bours," Mr Geremek has 
said. 

Meanwhile, Poland feels 
that EU Insistence on the. 
introduction of visas for visi- 
tors from Russia, Belarus 
and the Ukraine is bringing 
an element of isolationism 
into the region. This would 
weaken advocates of demo- 
cratic and free . market 
reforms in the former Soviet 
states which Poland wants 
to support 

Meanwhile, even the EU's 
senior r e pr esentatives admit 
that Brussels does not 
appear to have thought 
through the implications of 
its tough Hnp on the fron- 
tiers issue. 

Poland is vitally concerned 
to see stability maintained 
In the region. This also 
means not permitting his- 
toric antagonisms with 
neighbours, such as the 

Tithimniang and the I Tin-all tv 

ians, from ever surfacing 
again. After all, Warsaw 
knows full well that the 
extent to which the situation 
on its frontiers is free of ten- 
sion helps determine its sta- 
tus inside Nato and the EU. 
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Mr^uLakowskicantise 
this period to ensure that 
relations between rival 
government institutions, 
snrti as the KEB anil Hib 
F oreign Ministry, do not 
paralyse or weaken his 
country’s position as the 
talks continue. Both have a 

Hniwi tf> TTtfll l MlHi j llB 

course of the negotiations. 
Indeed, ft may well be that 

Mr Mihn fflfi . 
diplomatic skills will come 
in as useful in liamptwy 
down turf wars in Warsaw 
as in talking to the 
European Co nunto s hm and 
the 15 member countries. 

For the wromairf Mr 
Knlakowski answers 
directly to tire prime 
minister Jerzy Buzek. He 
also readily stresses that he 

wffl be co-ordinating policy 

with Bronislaw Geremek, 
the Foreign Minister and 
Ry stard Gzamsdd, the 
head of K1E- 
However, the two 
institutions are traditional 
rivals when it cones to 
A»flHng w 1 t}i Bras sds mill 


tids could be co m p o unded - 
by nascent political ; 
rivalries. 

Mr Geremek, a veteran Of 
Solidarity's struggles fa the 
1980s, is fro m the Freedom 
Union (UW), tiie junior . 
coalition partner which is 
strongly conunittedto 
adapting Poland to the 
requirements of EU 
membership- Mr Czarnedd, 
is a much younger, 
pragmatic politician and a 
former Jeader of the 
nationalist Christian 
National Union (ZChN). 

His party, which is a 
member of the Solidarity 
Electoral Action (AWS), is 
lukewarm on tiie cause of a 
federal Europe and its 
radical wing is strongly 
opposed to the notion. The 
ZChN could also be tempted 
to switch to an overtly 
eurosceptic line were 
doubts about Polish 
membership fa the EU to 
grow at home. 
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AGRICULTURE • by Christopher Bobinski 


The seeds of discontent 


A huge, bellicose 
fanning sector 
may mean 
conflict with 

the EU 

The future of Poland's food 
sector promises to become 
one of the most controver- 
sial Issues in the forthcom- 
ing European Union mem- 
bership talks. 

The negotiators face a 
struggle to match Polish 
interests with those of EU 
farmers straining to adapt to 
reforms of the Common 
Agricultural Policy (CAP). 


Whether Poland joins the 
EU or not the country is 
going to have to modernise 
its agriculture, in the pro- 
cess cutting a farm work- 
force which currently makes 
up 27 per cent of the work- 
ing population but produces 
a mere 6 per cent of GDP. 

But the question the nego- 
tiators will have to hammer 
out is how far this effort is 
to be left to the Poles them- 
selves without being given 
access to western European 
food markets or to what 
extent EU structural and 
agricultural funds are to 

finan ce the restructuring of 

Poland’s rural areas. 


Already the 15ra inhabit- 
ants of the Polish country- 
side, or 40 per cent of the 
population, support an esti- 
mated 1.7m registered and 
unregistered unemployed. 
As more farms go out of pro- 
duction the rural areas will 
urgently need funds to sup- 
port the growth of small 
businesses providing new 
jobs Certainly this year's 
budget which has seen a 30 
per cent cut in support for 
fanning itself as well as 
rural development pro- 
grammes is inadequate for 
the purpose. 

At the same time a group 
of around 3UO.OOO out of 
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ENVIRONMENT « by Stefan Wagstyl 

Determined to 
ditch the dirt 


Industry has 
tackled pollution, 
now the task is to 
"green” the 
consumer 

At Huta Katowice. Poland’s 
largest steelworks, the 
clouds of steam billowing 
above the plant now carry 
less than a third of the pol- 
lutants that they did before 
199a Liquid and solid wastes 
have fallen by three quarters 
for each tonne of steel pro- 
duced. 

But nearby, in thousands 
of homes, householders bum 
coal in boilers and fires with 
little regard to the colour of 
the smoke they emit into the 
atmosphere. At the same 
time, those who can afford it 
are abandoning public trans- 
port and buying cars to add 
to the growing traffic jams 
on Poland's roads. 

In the early 1990s, Poland's 
most serious environmental 
problems were concentrated 
in its large industrial plants 
and power stations. With the 
worst of these closed, 


reduced in size or modern- 
ised. pollution levels - nota- 
bly emissions of industrial 
chemicals in the air and into 
the rivers - have fallen sig- 
nificantly. The concentration 
of particulates - such as 
dust and smoke - fell 41 per 
cent in Poland in 1990-95, 
according to the Organisa- 
tion for Economic Coopera- 
tion and Development 

But in Silesia, the most 
polluted region, levels 
remain disturbingly high, in 
the industrial black spot of 
Chorzow, particulate pollu- 
tion stood at 123 micro- 
grammes per cubic metre in 
1995, despite a 48 per cent 
decline since 1990. This is far 
above the national average 
of 26 microgrammes and the 
EU limit proposed for 2005 of 
30 microgrammes. 

With improvements in 
place in heavy industry, apd 
more investments in the 
pipeline, attention is falling 
on other sources of pollu- 
tion, including smaller facto- 
ries. vehicles and house- 
holds, such as the 
coal -burning homes around 
Huta Katowice. 


Cutting pollution is a con- 
dition for Poland's planned 
entry into the EU because 
the country will be bound by 
tough EU-wlde standards. 
The World Bank, in a report 
released late last year enti- 
tled "EU accession and the 
environment", says Poland 
faces “a formidable task”. 

It estimates that the total 
cost of complying with exist- 
ing EU standards could be 
$35bD-$52bn. Since the EU is 
proposing raising standards, 
the eventual bill could be 
even higher. 

Andrzej Kassenberg, head 
of tbe Institute for Sustain- 
able Development, a War- 
saw-based nongovernmental 
organisation, says estimates 
run as high as $200bn. “We 
don't know how much it will 
be. Nobody does.’' 

The government says the 
World Bank exaggerates the 
problem. Lucyna Ciol- 
kowska. an official at the 
ministry For environmental 
protection, says that as far 
as air pollution is concerned, 
Poland already meets exist- 
ing EU standards. She con- 
cedes that planned future 
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Poland's existing 2m or so 
mainly small farms are 
beginning to buy extra land, 
invest in equipment and 
intensify' output. And this is 
the group which promises to 
mount a significant chal- 
lenge to western European 
agricultural producers when 
Poland joins the EU. 

Qne of them is Andrzej 
Wichniarek, a 42 year old 
farmer who has taken to 
expanding his milk produc- 
tion with a vengeance and. 
only half jokingly, says that 
he is planning soon to be 
takin g his holidays in Swit- 
zerland. His farm is in Dobi- 
eszewo, near the town of 
Siupsk in north western 
Poland which, according to 
some experts, could become 
one of Europe's lowest cost 
milk production areas. 

Mr Wichniarek, who cur- 
rently owns 39 cows and 
farms 250 hectares, is plan- 
ning within two years to 
double his milk output from 
last year's 180,000 litres as he 
takes advantage of a supply 
agreement he has signed 
with tbe Siupsk dairy owned 
by Nestle, the Swiss food 
company. In just four years 
Nestle has signed similar 
agreements with around 
1,300 local dairy farmers to 
whom it has provided advice 
and some 6.5m zlotys f$2m) 
of financing to pay for milk 
cooling equipment. 




Burning issue: Poles need an alternative to cheap coal cmrnmft * « 


standards for 2005 would be 
“difficult to meet" in Silesia 
and a few other industrial 
areas but suggests Poland is 
not alone in that. 

She feels that Poland gets 
a bad press because of the 
attention paid to Silesia. 
“We are not in such a bad 
position overall.” says Ms 
Ciolkowska. “We have prob- 
lem areas. But so do EU 
countries.” 

Water pollution is mare 
serious, particularly in the 
Vistula and the Odra, the 
two main rivers which 
receive most of Poland's sew- 
age. The government esti- 
mates that 37 per cent of the 
Vistula and 50 per cent of 
the Odra are polluted. Only 
one third of the sewage 
which flows into the Baltic 
is treated to the standards 
required by Polish law. 
Another third is partly 
treated and the remaining 
third is not treated at all 

Improvements in the 1990s 
have mostly been concen- 
trated at sources of indus- 
trial pollution, with much 
less done to raise the stan- 
dards of household sewage. 

Ms Ciolkowska says that 
farther progress will be 
more difficult and costly 
than the improvements 
made in the early 1990s. “We 
have closed most of what we 
were going to close. The 
cheap and effective mea- 
sures have been taken. We 
are left with expensive mea- 
sures." 

Fortunately. no-one 
expects Poland to complete 
the clean-up programme 
quickly. The World R ank 
notes that EU members have 
been granted transition peri- 
ods for environmental pro- 
grammes of up to 14 years 
for urban waste water. 

“Thus it may be reason- 
able for Poland to argue that 
a transitional period up to 
2010 is the minimum neces- 
sary for it to implement any 
reasonable com plian t^ strat- 
egy. In practice, a longer 
transitional period may be 
required since resources to 
implement any strategy are 
likely to be very limited for 
several years." 

The World B ank says 
Poland would be in a much 
stronger position if it devel- 
oped a coherent strategy to 
meet EU requirements by a 
target date. And Ms Ciol- 
kowska agrees that Poland 
has to negotiate a reasonable 
programme with tbe EU. 

Such a programme will 
involve difficult political and 
economic choices. For exam- 
ple, miners’ households in 


Silesia burn coal because 
they can obtain low quality 
fuel very cheaply from the 
pithead. Many supply their 
friends and families. Under 
Polish law, households can 
use whatever fuels they 
choose. There is no legisla- 
tion on smokeless fuels. 
Introducing new rules could 
run into serious opposition, 
even though the main bene- 
ficiaries of cleaner fuel 
would be people living in the 
immediate neighbourhood. 

Economic growth could 
eventually make the finan- 
cial burden more acceptable: 
as households grow richer 
they may prefer the conve- 
nience of gas and other clean 
fuels. But tbe transformation 
could not come quickly. 

Persuading people to pay 
for waste water treatment 
could be even more difficult, 
since the beneficiaries of bet- 
ter services will often be 
downstream from those who 
are paying for them. 

By contrast. Industry is 
much less likely to resist 
investment in improvements 
because when companies 
replace plant the new equip- 
ment usually complies with 
internatio nal standards, as 
Polish law demands. 

The World Bank estimates 
that by 2005, less than 25 per 
cent of Polish industrial cap- 
ital will be pre-1980. Such 
investment, of itself, will 
reduce industrial pollution 
to 35-50 per cent of 1989 lev- 
els, says the hank. 

However, economic 
growth is not of unalloyed 
benefit to the environment 
As “old” sources of pollution 
disappear, “new” ones come 
on stream - notably in the 
form of a fast-growing m n t gr 
vehicle population expand- 
ing at 30 per cent a year. 

Mr Kassenberg says 
Poland must avoid the mis- 
takes of the west in rushing 
towards mass ■'onsumption. 
“In transport we could have 
an ecological catastrophe." 

Poland, a country with 
40,000 storks, compared with 
just 12,000 in Germany, must 
preserve its natural diver- 
sity, he says. 

Mr Kassenberg admits 
that such ideas are not even 
on tile government's agenda 
but his institute Is cam- 
paigning to raise environ- 
mental awareness-L'dand 
claims some success awwwng 
better-educated young Poles. 

Still, in a country where 
maki ng a modest living' js a 
considerable challenge, it 
will take time for the mes- 
sage to reach the more con- 
servative comers. 



The Nestle dairy pays 
higher prices for better qual- 
ity milk and, above aQ, gives 
the local farmers a sense of 
security about the future. 
This has meant that fanners 
like Mr Wichniarek are 
beginning to concentrate not 
only on milk production but 
also on quality and are 
replacing their herds with 
with high wn'ilc yielding 
Dutch animals. 

The payback for Nestle 
has been a significant 
improvement in the quality 
of the milk with the share erf 
EU approved top grades last 

year reaching 68 per cent of 
all purchases compared to a 
mere 17 per cent in 1394. 

“The farmers in Siupsk 
have been exposed to an 
international food processor 
which has deployed the most 
up to date techniques in an 
environment where people 
have a long farming tradi- 
tion," says an EU farming 
expert, adding that this 
shows that Poland has the 
potential to become a signifi- 
cant producer of high qual- 
ity food. 

Meanwhile, Jacek Jani- 
szewski, Poland's agricul- 
tural minister, takes a tough 
line on suggestions, con- 
tained in Agenda 2000. the 
ElTs document outlining 
future reforms and enlarge- 
ment issues, that Polish 
far ming would be subjected 




to an interim period during 
which access to western 
European markets would be 
limited and the country's 
farmers would not b e n efi t 
from EU subsidies of one 
form or another. 

"We could not join on 
those terms,” he says. "They 
would simply . not . be 
accepted in Poland.” 

Indeed, Solidarity RX. the 
movement’s rural arm led by 
Roman Wierzbicki who sup- 
ports the present govern- 
ment, has already organised 
a fanners' demonstration in 
Warsaw to underline the 
point that farmers must 
immediately, and tally, bene- 
fit from any farm regime 
which emerges from the 
planned reform of the CAP. 


The Pates are also keenly 
aware .that there, will ^ be 
some serious horse trading 
over production quotas 
which the EU will want to 
set in tine with output in the 
present decade when 
demand for farm products 
slumped in line with the fall 
is urban incomes. The issue 
is important if Poland wants' 
to - ■ expand production 
through making its. farming 
more efficient and take 
advantage of the opportuni- 
ties provided by growing 
demand in the countries of 
the former Soviet Union- 
Last year, Poland ran a 
surplus of more than £L2bc 
with tbe area as exports of 
food products rose by almost 
30 per cent. In contrast, 


Poland saw a deficit of muge/ ; 
than $400m in food tnttb’V 
with the EU.V : 

For ‘ example., last r : y&fr~j 
Boland produced tt.Cbd' W" 
res of milk, shidi w» .r- 
spend ed to just mote thau 
half of Sweden's peribap8a > 
consumption. Btrt Poland . 
was already producing , 

" around' I2tm litres, to 

I960. Now it has 
tbat.it is aiming for ^ 

res annual, output after tbe ‘ 
year 2000. .. 

The country has set t^seff J 
similarly ambitions -targete..-: 
in other crnnTrwflftifiS. andh/jj 
as grain wbere ihe harvest.;. 1- 
reacbed 25m tonnes fast 
year, but has tbWB5rnsee3hfi i ; ; > 
plans to achieve anxmqlaat-- » 
puts of 23m tonnes.' J 


ENERGY • by Christopher Bobinski ’ 

Government set 
for power strugg 





Modernising a 
sector entrenched 
against change is 
a significant 
challenge 

Privatising Poland’s fuel and 
energy industry is one of the 
biggest challenges facing the 
country’s new government 
as it treads warily down a 
path strewn with strategies 
its predecessors were forced 
to abandon by the sector’s 
powerful union and manage- 
ment lobbies. 

Plans for the sale of the 
coal and power generating 
sector are still being drafted 
by the treasury. In concert 
with the economics ministry, 
and seem destined to hold up 
sales in the sector. Indeed 
the greatest hope for prog- 
ress lies with the sale of 
Poland’s two ail refineries 
and tbe CPN petrol sales net- 
work where the government 
is being advised by Dresdner 
Kleinwort Benson and BMF, 
a local consulting fi rm. 

The Flock refinery with an 
annual capacity of 13m 
tonnes is to be merged with 
CPN and sold, m the first 
quarter of next year, on for- 
eign and domestic markets 
in a flotation which could 
bring tbe state treasury pro- 
ceeds in excess of Slbn. At 
the mii^p trmp | Jannsz Mich- 
alski, the deputy treasury 
minister responsible for the 
sector, says he wants to see 
the Gdansk refinery, with its 
4m tonnes annual capacity, 
sold by the mid of the year to 
a trade Investor who will be 
willing to finance a doubling 
of the plant's capacity. 

The plan alms to turn 
Plock into a privately owned 
national oil company which 
will face competition from 
refineries in the Czech 
Republic and the former 
East Germany once tariffs 
on petrols are dismantled at 
the end of 2000. It also 
reverses earlier strategies 
which assumed that Plock 
would be sold to one of the 
international oil companies. 
These are now dismayed at 
the prospect of a privately 
owned rival being estab- 
lished in a market which 
some thought would serve to 
mop up excess refining 
capacity in Europe. 

Indeed, one of the threats 
to a successful sale of 
Gdansk, which was origi- 
nally built in the 1970s, is a 
plan by Preem, the Swedish 
oil company, to build a $7Qm 
petrol transhipment facility 
at the nearby port of Gdynia. 
The facility could supply a 
fifth of the Polish market 
and pose a grave competitive 
threat to the Gdansk refi- 
nery for which northern 
Poland is a natural market 

Meanwhile, plans for the 
sale of the power generatin g 
sector remain vague. True 
EdF, the French power com- 
pany, appears to have suc- 
cessfully concluded the pur- 
chase of the Krakow heat 
and power plant having 
signed a long-term power 
purchase agreement with 
PSE, the Polish power grid. 
Also the treasury will soon 
be making a final choice 
among bids for the lignite 


fired Patnow-Ada- 
mow-Konin power plant 
which needs to spend around 
$lbn on modernising its 
2,700 megawatt generating 
capacity. 

And the ^bII but ambi- 
tious Bedzm power plant in 
Silesia is moving ahead with 
plans for a stock exchange 
listing, the first in the sec- 
tor. 

The passage last year of an 
energy law establishing the 
framework for a market in 
power supplies, as well as 
the principle of third party 
access to the power grid, sets 
the stage for priv a tisation of 
the sector. However, this 
will have to wait for the 
findings, due by the middle 
of the year, of a government 
committee which, according 
to Krzysztof Konaszewski, 
the treasury minister 
responsible for the sector, is 
to report on bringing 
Poland's 36 currently inde- 
pendent power stations into 
between five and 10 holding 
companies. 

“We will be merging the 
power stations and privatis- 
ing them at the same time," 
he says. 

The move has given rise to 
fears in the power sector 
that the economics ministry, 
which co-chairs the commit- 
tee, will also seek to bring 
tbe loss ridden and overman- 
ned coal Industry into the 
holding companies. Mr Kon- 
aszewski says that he has 
not heard of any such moves 
but admits that individual 


hard coal mines, 

sole suppliers to power ?!*-,:.:. : .■ 

tions nearby, wnWh-;^: 
brought into the" bolding - 
companies. - 7 ’■? ; - “ ... rX ; 

The sole coal minC-'spee*;.: 
ently envisaged for p4watlaF!. : - : '>; .- i 
tkm is Bogdanka. tbe offiy^;. • 
pit in 'eastern PblahdT wfaich 'v.’-'l-l • 
was sunk in the 1970e «nd - ; '-J: ' ■ 
1980s and has a uriti^poSy an "_ r '.-y •„ - • 

coal supplies along the; east? 
ern frontier regioiffijMr Kokk^v: . 

aszewski promises a tender.' 
for a privatisation ■dvtsW'j-P; 
will be opened soon. - . 

The main problem for tfie"V3“~" 
government Is to effect a cut -V' ; ’ 
in the mining workforce and '.*!• r . . 
close high cost mines with- !- . 

out provoking unrest in SDe- : ' . - 
sia, where the -industry is '.., J C. 7 
concentrated \ • 

Last year, the mining"; 

Industry reported a loss of 
1.9bn zlotys and Januszl- 
Steinhoff wants to return . 

industry to a profit i»y the 1 -.:'- , :: '" 
end of 2000. > . ' 

Tbe government plans /to' .?■ ; r - 

spend 500m zlotys on redun- VVv'-v- 
dancy payments, retraining- ->-• r -. •- 
and grants to fond the estab^-. 
lishment of new bramaeses^ - ^ ^ 

by former miners. This . . 'd? 

should , tempt around 16,009 -v 
to leave their jobs and, taken ‘ • 
together with those . wjio ’.’ : V D 
retire, should cut the mining , "I*, 

workforce by around 30,000 
this year from its present ^ * 
level of 240,000. .- 

- Any hope of significant ~ ^ - 
privatisations in the indos- 
try will have to 

fber cuts in the labour force . > . 
and in its present capacity. _ a '.'_ 
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The largest fair organizer in Poland and one of foe- largest 
in Central/Eastem Europe 
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THE SOUTH EAST • by Stefan 


Backward but coining forward 


investors resources director. "For than much of the rest of the the country as a whole. The 

and established United Biscuits. Jaroslaw is country, despite substantial region's six province’s 
indllQtnr ic a Key part of its interna- Investments in . defence accounted for only GOO of the 

muuau y is tumal strategy. equipment and other plants. 30,700 companies with for- 

D ringing a remote However, modernising Today, even though the eign capital in Poland, 
rpoinn tr\ Ao m . *? f 016 rest of tile fast-expanding mobile tele- according to the Polish 

tcgiuu lu me lore regional economy will take phone networks reach most Agency far Foreign Invest- 
Rows of Me VI K m niooc«™ much longer. comers of the south east, the meot, a. gov e r n ment body, 

rolling out of a baktSTliJS t Sou * ^ eastern Poland suf- region retains a sense of die- There is scope for the 

in a remntP enrnmTr °^k f® 1 ? from P° or tance from the rest of region to take advantage of 

rest of the Poland. ite relative backward^*, 

reminder of the country. The government “Ihe people are so censer- Pay rates are appreciably 

buain^s to heln irS^^o i plans ° buUd ** east west *«***" “3* Zbigniew Sie- lower than in the big cities 

motorway across southern czkds, the governor of Rze- but local companies say the 
Hnnsii unnimn 6 sterna- Poland but it is a long-term szow province, the region’s region’s workers can he 


resources director. 




tional economy. 


project requiring private hub. “Galicians dgfand their trained to the samp levels as 


m.. t_ t ■ . — juhu. wuiaami ntutam mrar uamea toe same levels as 

few miles a caprtaL The 1311 Maks rights, even when they are elsewhere. 

^ e F^? n if n so via Krakow, extending fi g ht i n g for their survtvaL” The region has its tadus- 
the journey to Warsaw from Mr Sieczkos, a local law- trial strengths. In Rzeszow, 
,, f^es plant in Rzeszow, the south east’s yer, wants the government there is Zehner, a maker of 
.v- ^ fo ^ lggest city- to more than to do more to promote the vacuum cleaner and ki tchen 

~ OI ° e _. b ?? e . five hours. Rzeszow airport south east. “There’s a big equipment, which is at the 
owners. United Bis- has no scheduled flights, gap dividing the counfry forefront of commercial 

. _. t h ough the local authorities between die east bank and progress in Poland even 

. , , Biscuits first hope to start some this year, the west hank of the Vis- though it has stayed in 

invested in Jaroslaw in 1994 Before the First World tula.” hands. It exports about 30 

when it bought control of War, the region lay in Gali- The figures support Mr per cent of sales, which last 
o e ° W , ae ^ £f rosIaw cto ™ the Austro-Hungarian Sieczkos ’s view. Scane 45 per year totalled 439m zloty, 
ban Dazing plant. The Brit- Empire and missed the rant of people in the south inchnttng own-label products 
ish group has Invested a heavy hand of Russian and east (including the provinces for Electrolux of Sweden, 
total of £36m in the acquisi- Prussian rule imposed on of Rzeszow, Przemysl, Rotel of Switzerland and 
tlon and a modernisation much of the rest of Poland. Krosno, Nowy Sacz, Tamow Germany’s AEG. 
programme which has cut It retained much of its tradi- and Tarnobrzeg) work in Nearby in Ropczyce, an 
costs by reducing the payroll tional rural conservative agriculture and forestry, industrial estate sits like an 
from 1.200 to 970 and created character, with the land- compared with a national ugly scar an the patchwork 
a marketing department scape dominated by peasant average of 27 per cent, fields of the surrounding 
“This is a - very good place fanners working small plots. Unemployment in mid -1997 landscape. But it provides 
in which to invest,” says After 1918, and again after was as high as 13.7 per cent work for some 750 people at 
Andrzej Domaradzki, the 1945, it was also less infiu- in Krosno province, com- Ropczyce magnesite works 
British-born human enced by economic change pared with 11.3 per cent for which makes heat-resistant 



Remote possfeftties: thriving Industry, such as Krosno, is changing the region's rural and conservative reputation 


materials for steel and other 
industries. “This is the most 
modern plant in Poland," 
r-inimg Stefan Sliwinski, the 
president who has super- 
vised extensive investments 
to boost efficiency and cut 
pollution. 

South of Rzeszow in the 
Carpathian foothills lies 
Krosno, home to one of 
Poland’s best-known compa- 
nies - Krosno glassworks, 
which exported hand-blown 
glftgn around the world long 
before the collapse of com- 
munism. 

One Of the first five com- 
panies listed on the Warsaw 
Stock Exchange. Krosno now 
exports about 60 per cent of 
its output, last year earning 


some $35 tti. The company 
has shed staff in unprofita- 
ble industrial glass and 
fibreglass producing divi- 
sions concentrated on 
famd-Tr»arie products, where 
it is recruiting new workers. 
Josef Hahrat president, says 
expansion from this base 
cannot be rushed because it 
takes three years to train a 
glass-blower. 

Other companies in the 
region are struggling to cope 
with transition. The indus- 
trial city of Stalowa Wola 
has been badly bit by the 
decline in two local heavy 
industries - steel and sul- 
phur mining, which received 
favoured treatment for 
investment before 1990. 


And in Jaroslaw, not far 
from the biscuits factory, is 
Jar lan, a 4 garment maker 
which was privatised two 
years ago in the mass priva- 
tisation programme; Control 
passed to the Piast national 
investment fund which last 
year ordered management 
changes out of concern 
about continuing losses. 
Even though the company 
had already shed 900 of its 
3,500 workers since 1990, 
some 600 more have gone in 
a new cost-cutting pro- 
gramme. 

Andrzej Miller, president, 
is confident new investment 
in equipment and the devel- 
opment of a sales network 
w&l improve prospects. 


Meanwhile, the authorities 
plan to develop the region’s 
unspoilt mountains, forests 
and historic sites for tour- 
ism. Their hopes are shared 
by Wit Wqftowicz, director of 
Lancut castle, an 18th cen- 
tury stately home which, 
until 1939, was the centre of 
vast landed estates. 

Mr Wojtowicz wants help 
to develop a hotel shops and 
attractions at the state- 
owned castle and a heritage 
trail in the surrounding 
countryside. “This is such a 
beautiful place. We want 
more people to come and see 
it" Generating more income 
will be a long haul - only 
2,000 of last year’s 196,000 
visitors were foreigners. 
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Heavy metal fights for status quo 


Modernisers, 
driven by the EU, 
are finding the 
industry resistant 
to change 

Poland's steel industry has 
become an early testing- 
ground of the country's abil- 
ity to restructure the more 
troubled sectors of its econ- 
omy and of its approach to 
EU membership. 

In the early 1990s, the 
industry was among the first 
in which the government, in 
negotiations with the EU, 
committed itself to creating 
modern, market-oriented 
operations from the legacy 
of Communism. But, after a 
rapid start, Poland has in 
the last 18 months failed to 
advance its restructuring 
plans as quickly as the EU 
hoped, raising fears that the 
programme might yet be 
halted by opposition from 
steel industry managers and 
workers seeking to defend 
their jobs. In particular. 
Poland has delayed an 
impart duty reduction plan 
under which duties were to 
have fallen to zero next year. 

The argument over the 
industry’s future is likely to 
come to a head over the next 
few months as Poland has 
promised to complete a 


detailed restructuring plan 
for steel by the end of June. 
The EU wants to see the 
country’s steel capacity 
reduced to comroercially-sus- 
tainable levels and its mar- 
kets fully opened to western 
European competition. Its 
officials fear that if the steel 
industry's fixture cannot be 
resolved amicably, it could 
cast a shadow over even 
more difficult negotiations 
over coal and agriculture. 

But the omens for rapid 
progress are not good. Emil 
Wasacz, the treasury minis- 
ter responsible for privatisa- 
tion, is a former steel man 
under intense pressure from 
the industry to avoid capac- 
ity cuts. 

- He dreams of mer ging the 
bulk of the industry into a 
holding company, which 
would include Huta Katow- 
ice in Silesia and Huta Send- 
zimir in Krakow, the two 
largest mills. But the big 
mills want to operate and 
negotiate their futures inde- 
pendently. 

Leszek Balcerowicz. the 
reform-minded deputy prime 
minister and finance minis- 
ter, generally supports 
speedy privatisation. But on 
steel he is cautious. “We are 
working on a privatisation 
plan but we probably don’t 
have time to advance it this 
year.” he says. 


The industry Has already 
made considerable progress. 
Since 1990. 11 of 25 state- 
owned mills have been sold. 
And more than US$1 .3 bn has 
hpftn invested in modernisa- 
tion, including $300m last 
year, chiefly in continuous 
casting raising its share of 
output from just 8 per cent 
to more than 50 per cent. 
Overall capacity has been 
cut from about 20m tonnes 
to around 12 m and employ- 
ment has fallen from 140,000 
to 83JJ00, with retirements 
and the s pinning off of XXm- 
core operations meaning few 
compulsory redundancies. 
And most of the investment 
has been financed with little 
government support 

But much remains'- to be 
done. Henryk Kaminski, 
director of industrial policy 
at the economics ministry, 
estimates that, even if capac- 
ity stays unchanged at 12m 
tonnes, the industry needs 
only about 45,000-50,000 
workers once further 
modernising investments are 
made to raise efficiency to 
international standards. 

The key requirement is 
capital. A consultants’ report 
prepared for the government 
in 1990 recommended total 
plant investments of SS-Gbn, 
some $2.Sbn mare than has 
so far been spent It also esti- 
mated that financial 


restructuring and social 
security payments for laid- 
off workers could cost 
1900m. 

The hoik of the funds 
would be spent at Huta 
Katowice and Huta Sendzi- 
mlr which together produce 
about a third of Poland's 
steel and employ about half 
the workers in the industry. 

With the industry's 
resources spent and the gov- 
ernment short of money, the 
mam hope for fmanring fur- 
ther modernisation lies in 
tempting foreign steel com- 
panies to invest. Earlier thin 
year, Huta Katowice and 
Sendzimir launched formal 
invitations to potential 
investors. About 10 compa- 
nies expressed interest. 7 
including Voest Alpine of 
Austria, Germany's Thyssen, 
France’s Usinor Sadi or and 
British Steel 

Bids are due next month. 
Sendzimir is seeking an 
investment of about $5Q0m- 
$lbn over about five years 
mainly in its downstream 
operations, including rolling 
mills. The plan is for the 
company to put its main 
steelmaking assets into a 
new joint venture with a for- 
eign partner injecting capital 
and assuming co ntrol 

Katowice has two plans - , 
for a $400m rolling mill for , 
flat products, which might 
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absorb one third of its out- 
put, and for a plant to pro- 
duce rods and other long 
products. 

The Sendzimir project is 
more likely to attract part- 
ners because the plant 
already has more in-house 
processing plant developed, 
including sheet rolling imps. 

Katowice is a newer plant 
but is lopsided, with exten- 
sive liquid steel capacity but 
insufficient finishing equip- 
ment. So it is farced to sell 
its products at low margins 
to other mills for finishing. 

Any mvpgtnr Vn Sendzimir 
would want to know what 
the government planned for 
Katowice. The danger would 
be that the government 


might be forced to offer big- 
ger incentives at Katowice to 
secure an investor and so 
undermine Sendrimir's com- 
mercial position. The gov- 
ernment recognises the prob- 
lem and would, ideally, like 
tiie same foreign company to 
invest in both mills. 

As Mr Wasacz says: “It 
would be best to get a joint 
investment plan (for the two 
mills) and avoid the danger 
of excessive investment” 

The chances of finding a 
single investor for such large 
investments are remote par- 
ticularly as most investors 
would be forced to take 
account of the wishes of the 
EU, which wants cuts in Pol- 
ish capacity. The EU has not 



MB stone: Katowice's fixture is uncertain 


made specific proposals as it 
is waiting for Poland to 
make the first move. “We 
want to see Poland come up 
with figures which axe a bit 
more realistic than those we 
have seen so far,” says one 
western European diplomat 
It is difficult to see how 
Poland could make signifi- 
cant capacity reductions 
without reducing output at 


one of its two big mills, most 
likely Katowice since it lacks 
do w n s tream capacity. But it 
would make little commer- 
cial sense to reduce output 
at a plant which is already 
operating below full capac- 
ity. The Polish government 
fears that such a reduction 
could lead only to eventual 
closure, which would be 
politically unacceptable. 
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STOCK MARKET • by Kevin Done 


Bulls send WIG flying 


fFC indicts 

Debased Jam i9te=ioo <Stemsi 


Wyzsza Szkola 




The surge in the 
Warsaw bourse, 
driven by foreign 
investment, is set 
to continue 


The surge in share prices on 
the Warsaw stock exchange 
in the past two months, after 
a slow start to the year, has 
underlined the bourse's new- 
found attractions far foreign 
investors. 

Following a disappointing 
final quarter of 1997. the 
expected recovery in prices 
failed to materialise in Janu- 
ary but investors have been 
well-rewarded during Febru- 
ary and March with a rise in 
the main WIG index of 
around 25 per cent. 


the greater trading success 
of the Budapest bourse and 
many analysts are optimistic 
about the prospects for the 
rest of 1998 with expecta- 
tions of a recovery in corpo- 
rate earnings and sustain- 
able economic growth 
coupled with falling infla- 
tion. 

Despite some profit taking 
in the short-term, a recent 
report from ING Barings 
concludes that a deep correc- 
tion is not expected. 
“Looking further out, corpo- 
rate earnings are key to a 
longer team re-rating of the 
market Should results over 
the first quarter show a 
marked turnaround, this 
could well drive the market 
to new highs, particularly if 
there is a positive move on 


Warsaw has emerged from . interest rates in the the see- 
the shadow cast last year by ond half of 1998.” 


The market has been 
driven up by a large inflow 
of foreign funds with banks 
- a dominant sector on the 
Warsaw bourse - and con- 
struction stocks reporting 
the strongest gains. Foreign 
investors play an important 
role on the Warsaw market 
in setting new trends in the 
direction of trading but they 
only account for around a 
third of the volume of trad- 
ing and of holdings of Polish 
equities compared with a 
level of around two-thirds on 
the Budapest stock market. 

According to the latest 
report on east European 
equity markets from 
Nomura, the Japanese 
investment bank, the high 
level of trading volumes so 
Car this year - daily volumes 
have often exceeded SI 00 m - 
provides further evidence of 


the strength of the develop- 
ing bull market with some of 
the lanjest share price gains 
reported on days with the 
highest volumes. 

Although share prices 
have already reached rela- 
tively high levels. Nomura 
expects the market rally to 
continue as international 
funds further reduce their 
holdings in Hungary- while 
remaining cautious on Rus- 
sia. 

Since it was re-established 
in 1991. the Warsaw stock 
exchange has grown steadily 
from five to 155 listed compa- 
nies reaching a market capi- 
talisation of around S13bn, 
equivalent to around 10 per 
cent of gross domestic prod- 
uct. 

“We realise this is only a 
beginning.” says Wieslaw 
Roziucki. chief executive of 
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the bourse. “We have to 
reach around 25 per cent of 
GDP and that would still be 
low by west European stan- 
dards." 

He forecasts that this 
higher level should be 
achieved during the next 
Tour years, driven by the 
accelerating pace of privati- 
sation with most of the big 
sell-offs of state assets expec- 
ted to be completed by 
2000 - 2002 . 
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PROFILE 


Flag carrier cleared for take-off 


Privatisation combined with 
a strategic alliance now 
being negotiated with 
British Airways (BA) looks 
set to give LOT, Poland’s 
fiercely independent 
national carrier, a chance to 
develop into a strong 
regional airline able to 
capitalise on the country’s 
location in central Europe. 

Management morale has 
. soared as the government 
has dusted off plans far the 
sale of equity shrived by the 
previous, former 
communis t, administration. 
The disposal, together with 
an urgently needed capital 
Increase, gives the airline a 
chance to ease the heavy 
financing burden ft ran up 
when it replaced its entire 
Soviet made fleet with 
western aircraft after 1990. 

“We did things the other 
way around," says Jan 
Litwinski, LOT’S managing 
director, referring to 
investments by Alitalia of 
Italy In Hungary’s Malev 
and by Air France in CSA, 
the Czech airline early in 
the 1990s. These 
investments have since 


unravelled with the 
withdrawal of the foreign 
partners. “We modernised 
our fleet first and now we 
are going for privatisation." 

Now LOT. with its 28 US 
made Boeing aircraft and 
some French ATR planes, 
has one of the most modem 
fleets in the world. 

However, the payments on 
the leasing arrangements 
ran to S98m in 1997 and 
SllOm this year and amount 
to around a fifth of the 
airline’s total costs. These 
costs help explain the 
airline’s net loss of around 
SSOm last year and 
continuing losses are 
expected for this year. 

“The capital increase 
which will accompany the 
sale of equity must bring in 
between $200m and $250m 
to enable us to lower this 
burden and invest in more 
aircraft” says Mr Litwinski. 

In addition, LOT is 
planning a SlOOm 
medium-term bond issue by 
this summer to lower its 
short-term financing costs. 

The terms of the 
privatisation have yet to be 


decided and much depends 
on the advice provided by 
the merchant bank 
currently being sought to 
lead the sale. Alicja 
Kornasiewicz, the deputy 
treasury minister 
responsible for the sale, has 
already said that present 
laws, which forbid tbe 
disposal of more than -19 per 
cent of the airline, will have 
to be changed to allow full 
privatisation. A measure of 
state control over the airline 
can be secured through a 
golden share arrangement. 
Ms Kornasiewicz says. 

“Certainly we are not 
ready for a stock exchange 
listing now but maybe in 
five years.” says Zbigniew 
Kicyraak, who is responsible 
at LOT for the privatisation 
process. Both he and Mr 
Litwinski say that they bave 
no objection to having a 
strategic investor, such as 
BA or American Airlines 
(AA), purchase stock should 
the government want to 
take this path. “Or there 
could just be passive 
institutional investors," 
says Mr Psaczak. 


A possible investment by 
airlines from the BA-led 
group with which LOT is 
currently negotiating an 
alliance would formalise the 
code sharing and marketing 
agreements which lie at the 
base of the deal. This will 
allow airlines to sell seats 
on each other’s flights and 
allow LOT to become part of 
a global network competing 
with the two alliances 
already in place - Star, led 
by United Airlines and 
Lufthansa, and a 
partnership between Delta 
Airlines and Swissair. 

LOT’S agreement with BA 
is expected to be in place by 
the end of May. This should 
secure Warsaw airport's role 
as a regional bub and allow 
the Polish airline to nurture 
its transatlantic routes 
whicb cater Tor Poles living 
in the US. LOT also wants to 
retain its position in 
western Europe and 
connections with the 
republics of the former 
Soviet Union. 

“We have significant 
potential with a market of 
40m Poles at borne and 15m 
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MACHINE TOOLS INTERNATIONAL 


SPOLKA Z O.O. 


■ Jofail roilnt company with C. Dngard Ltd of Hove and Coventry 


- Soppticn oT New and Used Maehlne Took to Inductry 


■ Purchase of Surplus Engineering Equipment 


■ Disposal of AnwVs and Brokerage 


' Contacts: Mr Richard Some 
Mr Robert BkfcsdJ 


■ Telephone 0L273 732286 


f- Office 

ReiM House, SllWli Regent Soneet, London W1R. 5AJ 
Telephone: 0171 580 881 1 


UL BUHLA61 
44-217 RYBNIK, POLAND 
TEL (48 3$} 42 43 219 
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Well estabTished private owned PoHsh 
advertising agency is looking for « ■ 

a strategic partner from advertising sector • ■ 

interested in entering the Polish market ■ ■ 


Polish Company m a Leading Postiion in 
High Quality and Luxury Consumer Goods, 


DECORUM lit 

01-684W5KZH* 19 Sobodca sit. phrtw 448(23) 83 38 100. +4802) 639 96 58 


established brand name, explosive growth rate 
and diversification, is seeking an investor or 
partner. Capital of 500,000 US Dollars needed. 

Only serious offers by 
Fax: +48-41 3326538 


living abroad,” Mr 
Litwinski says, 
optimistically noting that 
LOT carried a record 2.4m 
passengers last year and 
expects to see the figure 
growing by 15 per cent a 
year. “We carried 2.3m in 
1989, previously our best 
year, flying 47 Soviet made 
aircraft while last year’s 
load was carried by 28 
aircraft,” he adds. 


LOT’S charter traffic is 
growing fast as middle class 
Poles switch to holidaying 
abroad. Last year, LOT 
carried 28,000 charter 
passengers, or 86 per cent 
more than in 1996. while 
holiday companies have 
already booked 190,000 seats 
for this year. 


Christopher 

Bobinski 


schools is taking shape. 

From the outside the 
y pnm office building and the 
nearby factory shells betray 
their industrial origins, 
despite their tidiness and 
the fresh paint But inside 
•'they bave been transfo rmed 
'into classrooms, lecture 
fhalls and a 238seat lecture 
'theatre. There is a Uhrary. 
both traditional and nlec- 
Wnnic, the school’s own 
television studio and com- 
puter laboratories. : 

The Wyzsza Sxkola Biz- 
nesu (Higher Business 

• School) NationaL-Lauis Uni- 
versity is part cS the xaush- 

; rooming non-state higher 

* education sector in Poland, 

' which now boasts 137 insti- 
tutions, of which around TO 
per cent are offering 
courses in business,- finance 
arid economics. 

“We think about 15 per 
cent of students ini : the 
country are attending- non-, 
state colleges and this could 
increase to as much as 25 
per cent in . the next few 
years," says Krzysztof Paw- 
lowsM, rector of the’Nowy 
SaczscbooL - 

Mr Pawionskl, a Solidar- 
ity and, later. Christian. 
Democrat senator, in. the 
upper house of the Polish 
parliament from I989 tO 

1993, has Men the driving 
farce behind tbe school: . 

On one of Ins earliest vis-; 
its to west Europe as a. 


important 


transformation. Polands 
best resource in the global 
market is its people but 
they most be well trained- 

“My idea was to multiply 
Poland’s opportunities to 
compote through its people. 
It was a political idea; In 
the early 1990s the main 
problem was with the qual- 
ifications, of the people in 
our economy . Now, for pur 
integration into the Euro- 
pean Union, our people can 
be our main advantage.” 

Starting with the setting 
up of a foundation in 199L 
the college took shape with 
the help of the business 
community locally and 
nationally. It received the 
support of aid organisations 
in the; US, Germany and 
Sweden and, crucially,- -the; 
co-operation and backing of 
the National-Louis Univer- 
sity in Evanston. Chicago. 
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BANKING • by Kevin Done 


Progress at pace 


Privatisation of 
state banks moves 
ahead this year 
with the sale of 
Pekao 


When the state-owned Pekao 
bank group. Poland’s largest 
commercial bank, reaches 
the starting line for privati- 
sation in mid-year, the 
restructuring of Polish bank- 
ing will reach a watershed 
with more than half of the 
sector's assets in private 
hands. 

In spite of the growing 
wave of privatisations and 
tbe rapid development of the 
banking system Poland is 
still "under- banked" com- 
pared with west Europe. 
Total assets of tbe banking 
sector at the end of 1996 
were only around 55 per cent 
of gross domestic product 
compared with western lev- 
els of around 100 per cent. 
And bank lending as a per- 
centage of GDP is still well 
behind both Hungary and 
the Czech Republic. 

But Poland is closing the 
gap. According to a recent 
report by Goldman Sachs, 
the US investment bank, 
“having ambled off the 
starting blocks a few years 
ago, Polish banks are now 
sprinting towards change 
and development". 

The catalyst for restruct- 
uring is an increasingly com- 
petitive financial services 
en v i ronmen t. Goldman 
Sachs says that b anks are 
vying to position themselves 
in growth markets whilst 
defending their franchises 
against domestic and foreign 
rivals. 

Many banks have only 
recently entered new areas, 
such as Investment banking, 
retail banking and asset 
management, as they seek to 
build universal h ankin g 
structures. And the sector - 
with 82 commercial hanks 
plus the cooperative bank- 
ing system - remains ripe 
for consolidation. Consumer 
finance is growing rapidly 
and recent changes in regu- 
lations are opening the mar- 
ket for mortgage finance. 

“The Polish b anking sys- 
tem has two years to catch 
up with events in Europe, 
with service -and with the 
rates that are offered." says 
Sbirish Apte, president of 
Citibank (Poland). “The for- 
eign banks are more effi- 
cient, so there will be great 
pressure on costs." 

Foreign h anks are showing 
an increasing interest in 
building up operations in 
Poland, either through the 
acquisition of stakes In pre- 
viously state-owned banks. 


in the case of institutions 
such as ING Bank of the 
Netherlands, Commerzbank 
of Germany or Allied Irish 
Bank, or through tbe devel- 
opment of new operations, in 
the case of the Citibank. 

Citibank of the US has 
already invested more than 
$225m in its Polish 
operations and expects to 
have a workforce of around 
700 by tbe rad of the year as 
it expands from corporate 
into personal banking . 

In 1993, ING took a 25^ per 
cent stake in Bank Sl as ki , 
one of nine regional banks 
spun off from the National 
Bank of Poland in 1989. It 
increased its holding to 54.1 
per cent in mid-1996, pairing 
Bank Slaslti the first of the 
banks split off from the NBP 
to become majority-owned 
by a foreign investor. 

Commerzbank has built up 
a stake of 48.7 per cent since 
the end of 1994 in Bank Roz- 
woju Eksportn (BRE), a 
medium-sized corporate and 
business bank, acquiring its 
final tranche in September 
last year. Other foreign 
investors in BRE include 
Erste Bank of Austria and 
Banca Commerciale Italiana 
each with around 3 per cent 

Allied Irish Bank has a 
60.2 per cent stake in Wlel- 
k oped ski Bank Kredytowy 
(WBK), the western Poland 
bank spun off from the NBP, 
acquiring its latest tranche 
of 24 per cent last year. 

The biggest privatisation 
to date was last year’s flota- 
tion of Bank Handlowy, 
which became the second 
largest listed company on 
the Warsaw stock exchange 
(after KGHM, the Polish cop- 
per producer) with a market 
capitalisation of around 
$l.3bn. As part of the privati- 
sation. the bank, which 
enjoyed a monopoly on for- 
eign trade in the communist 
era, gained three foreign 
investors. 

J-P.M organ, the US invest- 
ment hank, has taken a 12 
per cent stake, and will 
advise on corporate and 
investment banking. Spar- 
banken Sverige (Swedbank) 
has taken a 6 per cent stake, 
and will support the growth 
of the Polish bank’s retail 
network and products, as 
has Zurich Insurance which 
will advise on retail insur- 
ance and investment prod- 
ucts as well aa corporate life 
and pension plans. 

The current privatisation 
programme includes the 
sell-off of Bank Zachodni, a 
regional bank headquartered 
in Wroclaw, and the sale of 
most of the state’s remaining 1 
46.6 per cent stake in Rank 1 
Przemylowo-Handlowy 
CBPH). the Krakow-based 


hank in winch ING and the 
European Bank for Recon- 
struction and Development 
already hold stakes of 12.6 
and 15.1 per cent respec- 
tively. Expressions of inter- 
est for the BPH stake have 
already been received from 7 
banks, including ING. 

The main focus erf the pri- 
vatisation effort, however, is 
on the more complicated 
task of floating tbe Pekao 
group, the largest state- 
owned bank. It was created 
in late 1996 when Pekao, 
which had originally been 
set up as the foreign cur- 
rency savings bank in’ 
Poland, was given Ownership 
of three regional banks - 
Powszechny Bank Gospodar- 
czy in Lodz. Bank Depozyto- 
wo-Kredytowy in Lublin and 
Pomorski Bank Kredytowy 
in Szczecin. It is the largest 
banking group in Poland 
with around 20 per cent of 
the industry’s assets, depos- 
its and loans. 

According to Igor Chalu- 
pec, Pekao managing direc- 
tor responsible for invest- 
ment banking and a board 
member, the privatisation is 
planned in three stages with 
an initial public offering 
(IPO) of 15 per cent of the 
equity scheduled to take 
place by the end of the first 
half of this year and- a fur- 
ther tranche of around 35 


per cent to be sold to one or 
mare strategic investors by 
the end of 1998. The timing ; 
of the third stage is less 
clear and is tied to the devd- l- . 
opment of the government's - 
plans for pensions reform. , 

Financial analysts suggest - - 
that the flotation could 1 -’ 1 
value the bank at between . .. 
$lbn and $L25bn. Alicja Kcar-- - • 
nasiewicz. secretary of state - 
at the Treasury ministry,, i ' . 
says the government ha& - ’ 
already received two ~ 

sians of interest from foreign, r; v 
investors, one bank and . one! ' 
insurance company. There-' . 
win also he a dtetiabu^m^or 
around 15 per cent of thU- ' =. 
equity to the group’s. 2^009.^.'' 
strong workforce. : ■-.'-'"‘I’-: . 

The restructuring of Pekao 
remains a tough challenge^ ^ 
with much work to be dohe ' 
to integrate fully .the fofriv Li ! 
constituent banks, with- •" 
around 560 branches, .and' 1 * 
outlets, into one group. Big ... 
investments must be made^ 
to provide tbe group with a .. 
common information tech^ 
oology and management iS ’ 
still in tbe midst of tackibo^ — 
tbe thorny issues of hnple*' ■ ■ - ■ 
men ting a common credit'. _ 
policy, of centralising the . 
treasury functions, unifying * 
products and rationalising 
the workforce. Aro und 9 per- - 
cent of the group’s loan port- - . 
folio is classified. • T - ‘ 
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TELEVISION • by Kevin Done 

Poles set 


Private media 
groups are vying 
to win over one of 
Europe's largest 
markets 


Poland is set to enter the 
digital television era next 
month with the planned 
launch of a 15-channel 
direct-to-home satellite pay 
television service, the first in 

east Europe. 

With a population of close 
to 40m, Poland is proving the 
most attractive market for 
western investors seeking 
opportunities in the region's 
rapidly developing television 
industry. The battle for 
viewers is intense, both 
between rival pay television 
operators and private com- 
mercial television channels. 

The price for the entry 
ticket is rising. The US-fi- 
nanced. ^'Entertainment, the 
leading cable operator in 
Poland with 767,000 subscrib- 
ers, plans to launch the 
country’s first digital televi- 
sion platform on April 18 
and to invest between $373m 
and $475m during the five 


PROFILE 


seen as captive audience 

years from mid-1997 to . -I—A A. (ZsJ. J. L- 


In ; a newspaper ^ and 
' magazine . market domi- 
nated by foreign publishers 
Gazeta Wyborcza, a daily 
with its origins in the dissi- 
dent past, is 'successfully 
. faring the competition 
building central Europe’s 
first locally controlled print 
to-broadcast media group. 

' Last, year’s: revenues of 
around $100m and a gross 
operating margin of $30m 
earned, on the back of 
FblantFslaigest daily circu- 
lation of .around 500.000. - 
have allowed the paper's 
management to- raise loans 
to. build ' technologically 
advanced printing facilities 
and finance a move into 
radio and . television. 

Gazeta 's origins fie * with 
the: Tygodnik Mazozosze, an 
illegal. :fly. sheet which 
faithfully recorded the for- 
tunes of Solidarity's opposi-' 
tion to martial law in the 
1980s. Gpzeta was bam in 
3989 when the communist . 
authorities conceded that-. 
Solidarity should have a 
paper of its. own ahead of 


years from mid-1997 to 
develop Its business as a ver- 
tically integrated multichan- 
nel operator. 

It is having to move fast to 
establish its bridgehead in 
the market ahead of Canal 
Plus, the French pay televi- 
sion operator, which has 
been running a single, anal- 
ogue pay television channel. 
Canal Plus Polska, since 
early 1995 and has itself 
announced plans to launch a 

rival digital platform 

Canal Plus, which has 

240.000 subscribers for its 
existing channel, is still to 
announce a definite launrh 
date for its digital packag e of 
themed channels but it has 
recently demonstrated the 
set-top decoder technology it 
plans to use. 

Both Canal Plus and 
^Entertainment are ada- 
mant that, at the current 
stage of economic develop- 
ment in Poland, there is only 
room in the market for one 
multichannel service. 

Bob Fowler, chief execu- 
tive of (^Entertainment, says 
the group is aiming to g ain 

500.000 subscribers to its 
direct-to-home digital service 
within 15 months of launch. 
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The channels are to be pack- 
aged under the brandname 
Wizja TV. They will all be 
Polish language channels 
ranging through films and 
sports to music, children's 
and information channels. 
The company has already 
secured the rights to chan- 
nels such as The Cartoon 
Network and Foz Kids and it 
has an equity stake in the 
music channel Atomic 7V. 

The receiver equipment, 
including the set-top decoder 
box and satellite dish, will 
be sold through more t han 

1.000 Philips electronics deal- 
ers across Poland. The first 

500.000 subscriptions will be 
heavily subsidised at an 
annual price of around $160 
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voice of dissent 


Poland’s partially free elec- 
tions. 

Later. Cox Enterprises, a 
private US media group 
which owns a 12.5 per cent 
stake . in the company, 
played a crucial role in pro- 
viding know-how as the 
Gazeta has . grown. The 
force behind the newspa- 
per's drive to expand into 
other media sectors is a 
determination to protect the 
paper's editorial freedom. 

‘'Profit is important but 
we never forget that posi- 
tive cash flow is crucial to 
maintaining OUT indepen- 
dence," notes one of the 
paper’s managers. . 

The company has moved 
into local radio and already 
owns six stations with 
plans to double the figure at 
an investment cost of 
around $10m. The purchase, 
last year, of a 20 per cent 
stake in a pay television 
station run by Canal Pins of 
Trance provides a third aim 
of the group while plans are 
also in train to provide data 
services. 


The Gazeta is thought to 
be planning a bourse flota- 
tion which would provide 
access to capital and allow 
a market valuation for a 
planned management stock 
programme: An initial pub- 
lic offer would also allow 
many of the Gazeta 's 2.500 
employees an opportunity 
to purchase stock. 

Adam Michnik, once a 
noted dissident and intellec- 
tual who retains a strong 
passion for politics, is the 
editor in chief. And the edi- 
torial board continues to be 
dominated by veterans of 
the former opposition, such 
as Helena Luczywo who is 
also a member of the 
paper's management. 

Wanda Rapaczynska, a 
returning emigr§ with a 
Yale business school 
diploma and experience 
with Citibank’s retail bank- 
ing operations, is in charge 
of a strategy which aims at 
focussing the group strictly 
on media activities. 

Chris Bobinski 


(including VAT1 and. Mr 
Fowler says, the group is 
committing -around $20Qm to 
the start-up costs, excluding 
the acquisition of program- 
ming. 

The signals will be 
uplinked from studio facili- 
ties at Maidstone in the UK 
an d will be transmitted via 
transponders on two Astra 
satellites. The company, 
which has been listed on the 
Nasdaq stock exchange in 
the US since August last 
year, raised $200m in its first 
share issue last year, which 
followed a $l30m issue of 
high-yield bonds in 1996. It is 
planning to raise more capi- 
tal in the high-yield bond 
market later this year. 

In terrestrial commercial 
television Central European 
Media Enterprises (CME), 
which has pioneered private 
commercial television in sev- 
eral other countries in east 
Europe, is making its biggest 
investment to date, around 
$40m. to break into the Pol- 
ish market 

With its local partner ITT 
Holdings, the Polish madia 
group, it launched a new 
commercial ch ann el TVN 
last October. But it is finding 
the going in Poland much 
more difficult than in most 
of the other markets in the 
region where, as a rule, it 
arrived as the first real chal- 
lenger to the existing 
monopoly public television 
service. 

In its first months of oper- 
ation it has had to compen- 
sate advertisers after failing 
to reach the share of view- 
ers, it had promised in its 
original contracts. “It is a 
tough time,” says Luc Toma- 
sino, deputy general director 
of TVN. “It is much more 
stressful than in other mar- 
kets. it is a daily struggle to 
compete.” 

Because of restrictions on 
foreign ownership of broad- 
casters in Poland. CME 


legislation to raise the limit 
on. foreign ownership to 49 
per cent. 

TVN was awarded televi- 
sion broadcast licences last 
year for northern Poland 
and the cities of Warsaw and 
Lodz. It has also acquired 
100 per cent ownership of TV 
Wisla, which operates a 
regional television station in 
southern Poland. Licence 
Conditions stipulate that pro- 
gramming produced in 
Poland must account for at 
least 30 per cent of the total 
p mg Ta mminp’ this year, ris- 
ing to 40 per cent in 2000. 

CME also owns a 50 per 
cent share, directly, and 5 
per cent indirectly in Feder- 
ates. which sells advertising 
on behalf of TVN and 
through which CME is aim- 
ing to develop a Polish tele- 
vision broadcast network to 
sell advertising and broad- 
cast programming through 
affiliated stations. 

Poland is Europe’s fifth 
largest television market 
with LL3m television homes 
and is comparable in size to 
Spain. It has one of the high- 
est viewing levels in the 
world with families watch- 
ing more than 4.5 ho UTS of 
television on average per 
day, about 5 per cent more 
than the average American 
home. It is the largest single- 
language market in central 
Europe. 

The dominant audience 
share is still held by Telew- 
izja Polska (TVF), the public 
service broadcaster, with its 
two channels, TVPl and 
TVP2, gaming around 55 per 
cent of viewers. It’s market 
share has. in part, been pro- 
tected by having the best fre- 
quencies. 

Polsat, the first terrestrial 
private commercial channel 
established in Poland under 
a licence granted In 1994, has 
built up its audience share 
to between 30 and 35 per 
cent, while TVN claims that 


holds the maximum stake of it currently has around 6 per 


33 per cent in TVN with 67 
per cent held by ITL The 
authorities are currently 
considering amending the 


cent of the national audi- 
ence. It is aiming to expand 
this to around 10 per cent by 
the end of the year. 


. Among the countless Polish 
fnutftnrtnrHs established 

under ft n unini nffian , few 
won as much affection at 
home, and respect overseas, 
as the Lodz Film SchooL 
. Founded in 1948, the 
school was the training 
ground for most of Poland's 
post-war film-makers, . 
including Andrzej Wajda, 
Re man Po lanski and . 
K r zyszt o f Kieslowski. 
Mlllians queued to see their 
films in the years when the 
censors banned most 
Hollywood-made features. -- 

Today, as Lodz celebrates 
its 50th anniversary, its ■■ 
role fs uncertain. Now that 
fhe.tkought police have . 

: gone, its heroic age seems 
over. No longer do the 
students learn how to play 
games with the censors. . 
Instead, like their . . . 
counterparts in the west, 
they must struggle with the 
exasperating demands of 
freedom and the free ■_ 
market 

Whereas once they were 
almost guaranteed work in : 
the state film industry, now 
they must fight for jobs in 
a competitive worid. As in 
the west, some succeed as 
film-makers. Others go into 
advertising and television. 

The school has chan ged . 
too. Under communism, .. 
almost all students were 
Polish. Now about half the 
intake for.tfre p restigious ’ - 
film-malting courses are ■ 
foreigners, paying $12,000 a 
year for the privilege. As 
Andrzej Bednarek, the; 
vice-rector, say& “life is 
easier than it was under 
communism bat some of 
the drama has gone." ... 

Mr Bednarek, who'-.: 
arrived as a studept in 
1970, knows every corner of . 
tire rambling early 20th 
century mansion in which 1 
the gn frnol was established. 


He points to a long flight of. 
wooden stairs where 
Polanski and his friends • 
used to rit, drink and hold ■ 
long-jump contests. 

He remembers a 
celebrated visit by Lindsay 
Anderson, the director of 

anm yhlf Him “If" in 

which pupils take over an 
English public school The 
Lodz students welcomed Mr 
Anderson by staging his : 
film's flnal scenes in which . 
the rebel pupils appear an . 
the school roof firing - 
machine guns. “We used 
blanks,** says Mr Bednarek. 
“Anderson did just the 
right thing. He fell over 
and played dead.” 

Despite the disapproval 
of the authorities the 
school became an “island” 
of relative freedom in mt 
unfree world. The 
governm ent was prepared 
to tolerate Lodz because it 
wanted to encourage the 
domestic film industry and 
share in the popularity of 
the country’s top • V • 
film-makers. 

The students poshed this 
tolerance to the limit - 
both at the school and in 
later professional life. But 
most learnt to avoid going 
too far, as a career In films 
was too valuable a prize to 
lose. AsMr Bednarek says, . 
the art was to pursue 
ambiguity and give 
political meaning to the .... 
most innocent of images. 

. “In a sense every film 
was political. Even to make 
films about the every day 
life of ordinary people was 
difficult. The authorities 
did not like the truth. It 
was too hlkdti” . 

- Mr Bednarek says that : . 
with the fall of 
iwiwnmiKin, Polish cinema 
has lost someof its 
distinctiveness. “Before, 
film-makers had to speak 


with two tongues. It was an.* 
art to get something past ;*•’ 
dhe censor, Now, we must 
develop a new voice." 

• Mr BednarekfWas ri 
speaking as a . 
newly-released Polish film, 
called KHer, is breaking all ‘ 
records far the domestic . 
industry by attracting 2m 
to the cinemas. It is the 
first Polish film to the,. • •> 
19906 to have scored as big- ' 
a hit at the Polish box V 
office as US-made 
blockbusters. *".- *’• 

.- But Mr Bednarek shows ' 
little enthusiasm for this 
comedy about a man who Is 
mistaken for a gangland 
tot-man and learns to like ••*. 
his new life. “There i& no- " 
point making • . 
.entertainment ffims like * ' 
the US. Hollywood does 
that better. We must find 
something new." 

Mr Bednarek says every 
day life still has hidden 
potential for film-makers. 

He admires Mike. Leigh, the 
British director of "Secrets •* 
and tees" and “Career • 
Girls”, domestic dramas - 
which he says have great ; 
force. 

For students, as far their ■; 
counterparts elsewhere,the ••• 
overwhelming priority is to 
make a first film and have 
their woik recognised. “It 
is so difficult starting out," 
says Grzegorz Zgi inski. 

Their time in Lodz will 
give them more chance, 
than most Kim Hee-Jung 
from South Korea says: 

“This film school is 
different. It does not have 
an American atmosphere. 
There’s a Polish 
atmosphere. Like Polish 
music, and painting. It’s a 
bit sad. It’s to do with the 
country’s history, . It’s not 
so happy." 

Stefan Wagstyl 



Reel success: KfesfawskS is a Lodz graduate 


Time to fly the tiger 


Lol has Europe’s newest fleet and 26 flights a week to Poland, I he most frequent schedule to Inc “Tiger of Europe*. 
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Life in the fast lane 


Privatisation is 
beginning but the 
dismantling of the 
state monopoly 
moves slowly 

Telecommunications reform 
in Poland, which has lagged 
behind other countries in 
the region, is finally gather- 
ing pace. The government is 

preparing to launch the first 
stage of ttte privatisation of 
Telelmmunikacja Polska, the 
telecoms utility, later this 
year and promises Co end the 
monopoly on domestic long 
distance ™tib m 1999. 

Last year was also the first 
fUll 12 mnwths of a competi- 
tive market in mobile tele- 
phone services with a rapid 
acceleration in subscriber 
growth following years of 
slow development. With 
around 900,000 subscribers 
Poland has become the larg- 
est cellular market in cen- 
tral and east Europe, 
aWiwipfi it is still far behind 
penetration levels reached in 
Hungary and the Czech 
Republic. 

Alicja Kornasiewicz, secre- 
tary of state at the Treasury 
ministry, which holds the 
state shares in TPS A, the 
telecoms utility, says that 
government is planning the 
sale of a 20 per cent stake 
th r ou g h an initial public 
offering, which is due to 
take place In the last two 
months of the year. 

The flotation of TPSA 
promises to be the biggest 
capital market transaction 
in central Europe this year. 


The government is selling a 
10 per cent stake with a fur- 
ther 10 per cent sold through 
an issue of new shares by 
the telecoms operator itself. 
The sale could raise around 
$2bn and thp Hating Js expec- 
ted almost to double the size 
of the Warsaw stock 
exchang e. 

“We are determined to get 
it done this year." says Ms 
Kornasiewicz, rejecting sug- 
gestions from some financial 
analysts that tha timetable 
Is too optimistic. 

Between 6 and 7 per cent 
of the state stake will also be 
used to give shares to the 
72,000 employees of the 
sprawling utility, with a fur- 
ther 5 per cent to be granted 
to the state restitution fund, 
she says. 

The share offering Is 
planned to be the first stag e 
of the privatisation of TPSA 
and Ms Kornasiewicz says 
that it will be followed by 
the sale of a fur ther stake to 
one or two strategic inves- 
' tars “maybe by the end of 
next year". 

The previous mflnflgPmPnt 
of the telecoms utility, 
which was believed to be 
unenthuslastic about the pri- 
vatisation plans of the new 
government, has been 
replaced in the far-reaching 
reshuffle of senior execu- 
tives which followed the 
political appointment of a 
new supervisory board. 

The new management 
board has only been func- 
tioning since January follow- 
ing the appointment as chief 
executive of Pa wel Rzepka, a 


Nettahas emerged as the^ .. 
largest private provkbs < af 
local fixed line tditfiwis ' •' ■ 
services in Poland since a 
winning its first local *' . 
licence In 1991. It holds the : 
jamoBSsknu for five of the: 
10 biggest .cities — Lubltn, 
Krakow, Gdansk, Poznan 
■ and Katowice — has - 

ttcencus covering a third of 
titepopolatfon. x .;. 

The company is owned ; 
26 p ercent by Telia, the T 

Swedish tetecams operator, . 
with four other main . 
investors, Dahkner 
Investments from Israel, ~ 

Shamrnrfc Holding s, ’ - 

TrefoU Capital Investment 
and Ool&nan Sachs - . 
Capital Partners. 

Heir Srebentik, chief . 
executive, says that Netia 
is we ll pla ced to compete 
with TPSA for the 
s ig nificant vacant local 

jjBfW m wri lw tfaw trndw 

tor the longdistance - 
licen c e. •/ 


It has invested mare that 
1200m to develop Its-' 
network and Is aiming to - 
secure 29Q5O0O subscribers - 
.fay the end of the- year. 

AndMr S taebaniik says - 
the company wants to 

’ reach 700,000 subscribers - 

on Dnehy the end of 2000. 

; “We are looking ibr.20.to ' 
3&per cent market share in 
areas where we have - ‘ • 
licences-" 

-Jteda wantioarfier 
liberalisation of the sector 
to overcome Us expensive 
dependence on TPSA for 
tiie interconnection of its 
-traffic. 1 1 

•The market is stin 
stagnant The structnre 
has not dunged and the 
services willnot become 
cheaper until you open 
domestic. long distance 
and international traffic to 
c ompe titi on," says Mr 
Srebemlk. 

Kevin Done 
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40-year-old former telecom- 
munications engineer, who 
played a key role in the split- 
ting of the old posts and tele- 
communications utility 
which created TPSA at the 
beginning of the 1990s. 

Mr Rzepka says that the 
initial public offering is 
aimed at achieving several 
goals, including establishing 
the market price of the com- 
pany, strengthening the Pol- 
ish capital market, raising 
new capital for the develop- 
ment of TPSA and fulfilling 
the statutory obligation to 
provide shares for the 
employees. 

He estimates that the 
annual investment needs of 
Poland’s fixed line telephone 
operator are now winning at 
around $L2bn a year as it 
struggles to close the g^p on 
the leading telecoms utilities 
in the region, in Hungary 
and the Czech Republic, and 
to provide more Unas and a 
shorter waiting list for cus- 
tomers currently waiting an 
average of 40 months to have 
a telephone installed. 

W ith 7.6m linws ingtallari , 
telephone penetration in 
Poland is still low at around 
20 linftfl per loo inhabitants. 
Only about 65 per cent of 
lines are digitalised and pen- 
etration in some rural areas 
is as low as 4 per cent. 

Mr Rzepka says that TPSA 
will maintain its heavy 
investment programme 
aimed at installing im new 
lines a year but it is seeking 
to change from growth in 
numbers to quality. 

“We want to maintain 
growth of new lines at about 
Lm a year but not increase 
this. We want to invest more 
in new directions, in data 
transmission, in broad spec- 
trum networks and mobile 
phones and improve the effi- 
ciency of the network we 
have now. Before, TPSA had 
a social mission, the respon- 
sibility to provide telephones 
for afi, but we must move 
towards commercial activ- 
ity," says Mr Rzepka. 

TPSA, with its monopoly 
over long digtwnr-p and inter- 
national calls, has been slow 
to reform and still faces an 
uphill struggle to restruc- 
ture its bloated workforce, to 
improve efficiency, above all, 
to lower tariffs. 

Marek Zdrojewski, tele- 
communications minister, 
claims that changes in the 
price structure will result 
from the new telecoms legis- 
lation, which is currently 
being drafted for presenta- 
tion to parliament in Sep- 
tember. The legislation, 
which will create a new reg- 
ulatory office for the tele- 
coms sector and bring Polish 
law into line with the EU. 


could be approved In the 
first quarto- of next year. 

The law will address the 

“delicate social problem” of 
Increases in local call tariffs 
by introducing a cost-based 
formula for prices aimed at 
reducing cross subsidies for 
services. “We cannot do the 
price changes overnight, 
local calls are still signifi- 
cantly subsidised.” 

Most importantly, the 
TPSA monopoly on domestic 
long distance traffic will be 
lifted next year. Foreign 
investors will probably be 
limit ed to a share of 49 per 
cent in new operators, 
though this constraint is 
still to be discussed with 
Brussels. The long dicta nag 
tender is due to be 
announced around ■ the end 
of the year. 

Mr Zdrojewski insists, 
however, that the lucrative 
TPSA monopoly on Interna- 
tional rails will remain in 
place until the end of 2002. 

The market for local oper- 
ators has been liberalised 
since the early 1990s and the 
government is hoping to 
complete the licensing pro- 
cess this year with the big 
cities of Warsaw and Lodz as 
the main prizes on offer. 

The mobile telephone mar- 
ket has expanded very rap- 
idly since the two GSM oper- 
ators started their services 
in the autumn of 1996. Pol- 
ska Telefonia Cyfrowa 
(PTC), which operates under 
the brandname of Era GSM, 
inrindpg us West and Deut- 
sche Telekom as its main 
foreign investors each with 
22.5 per cent stakes along- 
side Elektrim, the leading 
Polish trading company with 
32J per cent 

It already claims more 
than 300,000 subscribers and 
will have invested around 
$S00m by the end of the year 
in a network covering 
around B0 per cent of the 
country and 90 per cent of 
the population. 

Its main rival PoDtomtel, 
which operates the Plus 
GSM network. Is close 
behind with nearly 300,000 
subscribers. Its main Inves- 
tors are Airtouch of the US. 
TeleDanmark and the Polish 
groups KGHM, the copper 
producer and Petrochemia 
Plocka all with the stakes of 
19.25 per cent 

CenterteL, owned 66 per 
cent by TPSA and 34 per 
cent by France Telecom, 
holds the old NMT analogue 
lice n ce and offers a digital 
service under the first GSM 
1800 licence granted in 
Poland. 

TPSA is lobbying for a 
GSM 900 licence for Center- 
tel to improve its attractive- 
ness ahead of privatisation. 


Foreign 

investment and 
expertise has seen 
the industry 
change gear 

After two years of hectic 
growth the Polish car mar- 
ket has gr o wn to take sixth 
place in Europe behind the 
big five of west Europe - 
Germany, Italy, France, the 
UK and Spain. 

New car sales jumped by 
27.6 per cent to 477,990, last 
year, following a rise of 4L3 
per cent a year earlier, 
helped by the strong growth 
in the P olish economy and 
the jnc pnaaing availability of 
consumer finance, as Infla- 
tion and Interest rates fall 

Poland has become the 
most a ttr a ct i ve location in 
central Europe for inward 
investment by car producers 
and automotive, components 
suppliers and vehicle output 
is set to rise rapidly in com- 
ing years with Daewoo of 
South Korea, Fiat of Italy 
and General Motors of the 
US all investing heavily in 
new capacity. 

Successive Polish govern- 
ments have made great 
strides in privatising and 
restructuring the auto indus- 
try to enable it to compete 
successfully inside the Euro- 
pean single market, as 
import tariffs fall and the 
country prepares to join the 
EU. The present government 
is seeking to tighten Impart 
regulations from the start of 
1999 to discourage simple kit 
assembly and to promote 
additional Investment In 
industrial production. 

The antiquated Polish car 
industry is being trans- 
formed thanks to the take- 
over of the main car produc- 
ers FSM and FSO by Fiat 
and Daewoo respectively. 
These two groups now domi- 
nate the Polish new car mar- 
ket, although their shares 
are coming under heavy 
attack from rival European. 
US and Asian producers. 

The Fiat group captured 
350 per cent of new car sales 
in Poland last year with Dae- 
woo in second place with 
26.3 per cent. The VW group, 
led by Skoda, its Czech sub- 
sidiary, captured a share of 
10.9 per cent with GM in 
fourth place with its Opel 
brand at 9.2 par cent 

GM Is building an inte- 
grated car plant on a green- 
field site at Gliwtce in 
southern Poland with an ini- 
tial investment of DMKMm 
to create a capacity to pro- 
duce 70,000 cars a year. Pro- 
duction is due to start in 
September and capacity is 
expected to be doubled to 
150000 cars a year in a sec- 
ond stage early in the next 
decade with the introduction 
of a second car range cur- 
rently under development 
with Suzuki 

Isuzu, cars Japanese affil- 
iate, is also building a 
DMSOQm. 300,000 a year die- 
sel engin e plant at nearby 



Drhring — at the S eic e nt n wtt cement Rafa portion in Poland 


Tychy, mainly to supply 
Gal’s Opel/Vauxhall plants 
in west Europe. 

Volkswagen of Germany is 

lnnlring for a Site to h nUd 
pn gfwfl and seat plants and 
Toyota of Japan is negotia- 
ting for the construction of a 
gearbox plant. A Polish 
entrepreneur is also discuss- 
ing conditions for starting 
the assembly, under licence, 
of Hyundai cars. 

Flat, the traditional part- 
ner of the Polish car indus- 
try in the c ommunis t era, 
remains the leading firm 
thanks to its acquisition of 
FSM, since renamed as Fiat 
Auto Poland, in the early 
1990 b. Inevitably, its market 
share has fallen as competi- 
tors join the fray but output 
from its two plants in 
southern Poland, at Tychy 
and Blelsko Biala, rose by 6.7 
per cent last year to 827.906 
cars. 

The Tychy plant has been 
the Flat group’s sole produc- 
tion source worldwide for its 
Cinquecento city car. Hie 
plant’s fortunes should be 
strengthened by the immi- 
nent launch of the new gen- 
eration Selcento, which is 
due to go on sale across 
Europe fro m thw end of this 
month, rp plartng tfrm Cfoque- 

cento. Flat expects foil-year 
production erf the Selcento, 
which has been developed at 
a cost of around $200m, to 
reach 250,000 in 1999 com- 
pared with the 2021589 Cin- 
quecentos produced last 
year. 

A large part of the Cinque- 
cento output has been 
exported with foreign sales 
accounting last year for 
156000 of Rat Auto Poland’s 
total output of 328.000. 

According to Massimo 
GentfiinI, chfaf executive of 

New car sales 
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Flat Auto Poland, the w<n«n 
group has invested more 
than ll.Sbn in Poland 
between 1992 and 1997 and is 
planning to Invest a forther 
2S0(kn by 2002. The turnover 
of the Fiat group's 
operations in Poland totalled 
more than $2bn last year, 
including by its compo- 
nents subsidiaries, and it 
has became one of the coun- 
try’s biggest private sector 
employers with a workforce 
of around 14000, including 
12,000 at Flat Auto Poland. 

While Fiat Is well 
entrenched, its leadership is 
under heavy attack, most 
importantly from Daewoo. 
The South Korean carmaker 
has taken on the onerous 
task of restructuring the 
sprawling operations of FSO, 
the Warsaw-based car pro- 
ducer with Its 20000-strong 
workforce, in an effort to 
turn it into the spearhead of 
an ambitious aapault an o* 
European car market 

Suk Jln-ChuL president of 
Daewoo-FSO, says that Dae- 
woo’s plans to invest around 
gSbn In the Polish auto 
industry between 1996 and 
2001 have not been affected 
by the financial and eco- 
nomic crisis in Asia. “We 
have not slowed the pace of 
Investment.'’ 

Mr Suk says that 9Llbn is 
being invested in the Dae- 
woo FSO car operations, a 
farther $4Q0m at its compo- 
nents subsidiaries and $510m 
at the Lublin-based commer- 
cial vehicle plum 

The Korean group is 
already at an advanced stage 
in the construction of a car 
plant on the site of the old 
FSO Warsaw complex, 
including a new paint plant 
and final assembly bail, a 
new Hne of heavy presses for 
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producing stamped sheet 
steel body panels has 
already been 30“ 

the old body welding shops 
are being reorganised for the 
production of Daewoo mod- 
els led by the Laura small 
famil y car and, later, the 
larger Nubira and Leganza 
ranges. 

Assembly of the Lanos, 
which started last autumn, 
will be moved into the new 
final assembly bail in Sep- 
tember and production of 
the Nubira and Leganza 
models is scheduled to start 
In February next year. Con- 
struction of the 6209m paint 
plant sho u l d be complete by 
November with the capacity 
for producing 60 cars an 
hour. 

The group is working hard 
to localise more of the com- 
ponents supply and is aim- 
ing to reach 67 per cent local 
content for the Lanos later 
Hii« year and as much as 80 
per cent by 2000. Many of the 
former FSO components sub- 
F idi g ri«y around Poland have 
been transformed into joint 
ventures with Korean parts 
suppliers - 17 are already 
established and two more 
are planned. Same engines 
and gearboxes will be sup- 
plied from a new plant under 
development in Romania. 

Car output last year of 
106.413 - still dominated by 
the old FSO Polonez model 
and including simple kit 
assembly of several Daewoo 
models - is supposed to be 
raised to 188000 this year. 
Production of the Polonez 
will continue while there Is 
demand, says Mr Suk, but its 
days are numbered, as the 
Polish market becomes mare 
sophisticated. 

In addition to the Warsaw- 
based car operations Daewoo 
is building light commercial 
vehicles, mainly panel vans, 
in Lublin, as well as Polonez- 
based pickups in Nysa and 
diesel engines in Andaria. 

“The strategy Is to 
increase the production 
capacity, to localise the parts 
supply to make our products 
more co mp e titi ve and have a 
good chanc e to export and to 
develop a research and 
development centre." says 
Mr Suk. By mld-2000 Daewoo 
afans to have a capacity in 
Poland to produce 520,000 
cars a year, between 150000 
and 200.000 light commercial 
vehicles and between 50,000 
and 100000 pickups. 
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PZU S.A. is the largest insurance compa- market premiums collected were US$.797 million, 

ny in Poland. Our firm prides indicamte%efl€H& the key position of the PZU Group on the 

a 200-year tradition of insurance activities. if&£h market asityfell a^ : potential for its development. 

PZU S.A. has an opportunity for pfivatiza - jfjpf % \ 

tion, which would bring a yariety pf bene - ^^^The^a^rent year%iii thtis be critical for the Polish insurance mar- 
fits to the insurance marked ofj$jpntra£&^et. S^^fican1^ex0^isioi^ potential exist in this sector for strong 
Europe. Privatization^, will orie&f th^fyjgro upsiqf which PZmS.A. fiolds the leading financial position . This 
most significant euents f ui 7 Our tv&%§£ posrti^^Jture persf^ctivdis buttressed by the fact that the insur- 
centuries of doing business r; ance s£0pr in PjblanMis lotting for a rapid expansion. Development 
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rblan&jhis locking for a rapid expansion. Development 
§ondpwith increased and improved services is in the 


PZU S.A. is unquestionably the leading firm' bn the Polish ifisffjt- custome&g&0eres0w 
ance market. Its market share of the non-trfe insurance transabh&ns for insurance prouder 
increased by more than 64,3% in 1997: The company collected in goal ^gjjf attracting" addi 

excess of 1 billion 454 million US dollars 7n : nip^f^lp^raim %, '0l^ &il S^p&tentlal^ne1Sti^ 
miums. PZU S.A. also holds 99,9 % of the sharek- of tire*: largest life ^0 

insurance company on the Polish market - PZU ZfOE S.A? 
companies have combined operating assets ip ., excess 

US dollars. PZU ZYCIE's 1997 share of thej^&h S Is 


tom^f^0eres0who§e choice always serves as the litmus test 
insurance providers, fyis is why our firm intends to achieve its 
1 / 4 $ f attracting" additicm&i, capital, which will permit us to realize 
^entiaiMneff^Wih^ growing market for insurance. 
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Wfadypfow Jamrozy 
President of the Management Board 


For more information on PZU S.A. please contact Ms. Anna Cichocka, Executive to the President, 
Tel: 4822/640-1367, Fax: 4822/640-1397 
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